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INTRODUCTION 


The recent resurgence of rent regulations has been 
parallelled by a dramatic increase in the volume of 
related conceptual® and empirica) literature. The 
purpose of this review is to present an objective 
summary of the literature pertaining to rent regulation 
as of 1984. It was originally written in 1983 to serve 
ec backoround material for the Inquiry 's) work. More 
recent literature, in particular, the Phase II studies 
commissioned by the Inquiry, are not covered by this 
review. 

A broad range of issues, arguments and sources are 
outlined to familiarize the reader with the relevant 
literature. As such, it includes reviews of articles in 
both journals and the larger volume of other published 
and unpublished literature. The review does not attempt 
to summarize in entirety, each and every paper which is 
cited. Rather, we focus on principal arguments and 
issues, with additional references cited, either in 
Support Of Or in contrast to those reviewed. Eee ks 
hoped «that the principal “arguments. concerning rent 
regulation are adequately discussed; any gaps are 
unintentional. 

In this review, our efforts are focussed primarily 
on the impact Of contemporary rent regulations. 
Typically, these enable allowable increases with or 
without approval of some form of cost pass through. The 
Sos it pass throug Drovisions may Or may not ‘contain 


return on investment features. 


The review consists of six sections: 


Market Effects of Rent Regulation 
Distributive Effects of. Rent Regulation 
Rental Housing Affordability 

Housing Policy, Programs and Submarkets 
Security of Tenure 

Political Economy of Rent Regulation. 


NW WHF 


While’ each section, 1s written to stand on TEs own, 
some cross-referencing is employed to place specific 
arguments within broader contexts. Pach wSectryon, as 
accompanied by its own reference list. A bibliography, 
incorporating all “topies. covered, tothe ia terature 
review, is provided at the end of the paper. 

The first two sections address many economic issues 
pertaining to rent regulation: Section 1 explores the 
commonly cited effects of rent regulation on the demand 
for, and supply of, rental accommodation. Included are 
effects on the quality and level of housing services, 
conversions, abandonment, demolitions, new supply, rents 
and capital values, mobility and housing consumption 
efficiencies. This section differentiates between two 
views of the housing market. The first assumes the 
housing market is competitive; the second examines 
housing market characteristics, imperfections and 
operational consequences. 

Section 2 focusses on the drvstributive smpaect. of 
rent regulation. General policy considerations are 
outlined as these have provided researchers with a 
framework for the analysis of the distributive effects 
of government policies. Conceptual issues arising from 


the perceived nature and operation of rental markets are 


addressed in terms of the effects of rent regulation in 
distributing resultant costs and benefits. 

This section also looks at the empirical estimates 
of possible rent reductions in Ontario and how these 
reductions may have been diseriput oo between and among 
both landlords and tenants. Indirect effects such as 
reduced tenant mobility are briefly reviewed. Finally, 
estimates of administrative costs and possible revenue 
losses through tax reductions are examined. 

Sections 3 and 4 provide a detailed background to 
the housing market in terms of housing affordability and 
government programs designed to alleviate hardship among 
low and moderate income groups. Section 3 concentrates 
on the methods and empirical findings of various afford- 
aibut lanky (Tisetird 1-e SG henad ittinona lig hrndrycatorss of 
affordability problems are presented along with 
crMerciismsevioleed: in “hhe disteratures Alternate 
approaches, designed to overcome the limitations of the 
traditional methods, are described and estimates are 
compared. This section also outlines the debate between 
housing problems and income problems as set out in the 
literature. 

The intent of Section 4 is to provide insight into 
government activity in the housing market. A major part 
of this section focusses on the design and operation of 
past’ ‘and! *existing@hovusingi(programs “other Athanierent 
regquilatiton.2' Current showsiing “programsiin Ontario are 
eri ticarldne ,e vial Wate datommuthe obasishof how well the 
housing needs and demands of low and moderate income 


households are served. As well, housing allowances, 


regarded as a viable alternative to current housing 
programs, are analysed. 

Over the last decade, security of tenure has become 
an accepted doctrine in landlord-tenant law. Legisla- 
tion enacting security of tenure has provided some 
protection -top,tenantss ing terms, Of, ay Combai tndeg ree wos 
cont rol..and. -secur.tby «over. the 1 CAbous 1nG ass Aew Gene had 
belief exists that security of tenure and rent regula- 
tion, must. jointhy. be. in.place if seithers legis lationsas 
to be effective. Section 5 examines and summarizes 
issues related to the current structure and potential 
impacts of security of tenure. Ting spa ite Lua as ee hs 
section examines how security of tenure legislation has 
affected landlord-tenant relations and the balance of 
property rights between landlords and tenants. 

Section 6 amalgamates various pieces of literature 
dealing with the political-economic effects of rent 
regulation. This section briefly reviews the develop- 
ment of recent economic and political-economic theories 
of regulation and applies these theories to the rental 
housing sector. The relevance of several of these 
theories is examined in light of rent regulation 


experiences in Ontario and the United States. 


SECTION 1: THE MARKET EFFECTS OF RENT REGULATION 


is L€linteroduction 


This section of the literature review focusses on 
tne sebrects of “rent regulation in the Rousd toumereets 
For purposes of the review, the literature is classified 
according to assumptions about the competitiveness of 
the housing market. Tie: Mavoudty Of. scne, i leerature 
assumes that the housing market suffers from no major 
market imperfections in the absence of regulation. That 
literature is examined in Subsection 1.2. Subsection 
1.3 reviews the literature which examines housing market 
characteristics, imperfections and their operational 
consequences. The literature reviewed in both of these 
sections deals largely with the efficiency effects of 
rent regulation. FouLcy efrects: and artrordadit ity 


issues are dealt with in Sections 2 and 3 respectively. 
Laut tet ticient. Market affects 


The majority of the housing literature analyses the 
market under the assumption that there are no serious 
market failures in the absence of rent regulation. This 
assumption implies that the unregulated market price 
peplects*iandtords’ "costs, *iunctiuding*the opportunity 
eectweort~“tCierr capital, and there is” 1 vce: ore we 
oppoertun Pty for 'Fand lords to charge rent’s which would 
Pest Sr eturnsetn excess of thevopportunity costs. 
Furthermore, in the absence of market failure, the 
Market. “determined prtce maximizes economic 


efficiency. (1) 


1.2.15, Effectsyon Regulated Housing Stock 


A number of studies (Arnott, 1981; Frankena, 1975; 
Kain, 1974: Rothenberg, 1977- Smith and. fomlinson, 1931) 
conclude that’ landwords who eMtienr anticipate oF 
experience a return under regulation that is less than a 
market (competitive) return will seek to reduce the 
supply of housing services.(2) According to Kain: 

It is a fundamental characteristic of competi- 

tive markets and industries that profits or 

payments to factors in excess of these amounts 

[competitive return] will be competed away by 

increases in supply, either by existing or new 

firms. Similarly, protits and=paymencs to 

Factors below this "competitive" level will in 

the course “of (time De. wncreased “Col ctne 

competitive) jbevelu by reductions . im isupp ly 

DroUugnt, about. througn Che withdraw atk tod 

Capital and: entrepreneurship yfrom the 

industry. Cl974 p.n4) 

Potentially, landlords may reduce the supply of housing 
services in a number of ways: reductions in quality and 
services,(3) tenure conversions, abandonment and demoli- 
tion, and withholding investment in the construction of 
newhceein ba lerb win dairgsts Close inspection of these 
analyses, however, indicates that the effects of rent 
regulation on supply are uncertain; they depend criti- 
cally on assumptions concerning the form of regulation 
and accompanying legislation, market conditions, ‘and 
Supply elasticities and maintenance technologies. 
Together, These. factore determine-.th ea edie hiane ining 


between the regulated rents and market rents for a 


particular .area,and a particular-.time. 


Changes in Quality, Services 


In the standard. analysis.of price jreguhation, «the 
unit price of the commodity.exchanged:is,neqgulateds 1A 
system which regulates the price per unit housing 
Service of :al liapantment units.is consistent withsthe 
standard textbook example of a price ceiling beneath a 
market equilibrium (for example, Samuelson and Scott, 
1966, 10D. 456-457). Inuwthat modews of .pegulationyn ait 
demand is elastic, the quantity of housing services 
demanded will increase relative to the equilibrium 
quantity. Lf supply Js. oLasticy ethene he.nauant Lty 
supplied will decrease. A reduction in the supply of 
housing, Seuvices. coud d take. the fonm,.of «tenure 
conversion, demolition and abandonment of rental units. 
lfei1t is, the: price per unit of hous imgusenvices that .is 
regulated, the supply reduction would not take the form 
of reduced services(4) provided to tenants (such as 
social. or recreational facilities being .closed)..since 
thew price that tthe landlord cowld charge ~vourd be 
reduced thus offsetting, the cost) sayving.jeSince, price 
regulation increases the quantity demanded and decreases 
the quanti t Vessippsl Leg. (and 66 vie pit be. Sip pla is 
perfectly inelastic; hence, quantity supplied will not 
change), there will be excess demand and non-price 
rationLod.. 

In practice, rent regulation constrains the rent of 
an apartment unit, not a hypothetical unit of housing 
service. . Frankena ,(1975,) and Smith and .Tomlinson, (1981) 


contend that although there may be provisions for rent 


reductions if the level of maintenance or services 
declines, such reductions are hard to identify and 
measure. Assuming the regulated rent is set below the 
competitive level, landlords would have an incentive to 
reduce the supply of housing services per apartment unit 
Mnvorder t6*®redittce costs. "Vey cutting service Levee, 
landlords realize an effective price increase per unit 
housing’ service’ (Arnott, 1938T: Frankena, 19753 Kiefer, 
1980; Moorhouse, 1972). Owners would save on mainte- 
nance (and other discretionary expenditures) without 
suffering a decline in rental income. Unless services 
are cut enough to eliminate the gap between the regu- 
lated and competitive rent levels, reducing services 
will not create vacancy losses for landlords (Alexis and 
Fitzpatrick; 98ss"Orsen, L922). Rent weoll oto wes 
described by Rothenberg: 
Gives each owner of an existing unit at any 
quality level inducement to convert the unit 
downward in quality while retainind Leso la 
nominal price -- thereby raising real prices 
CHL OUGMOUL ss (00 7 enc.) 
Arnott’ s (Clhosdawiand 7 Krepe ri (19:30) Sa nomterathatl “rome 
competitive market with a price ceiling, rent cannot 
exceed the market-clearing rent. According to Arnott 
(PYS 8idyk RP rankena™ (b97 5) Sandtikietrersatloeoy + iandtlords 
would adjust quality so that regulated rents in units 
(whose quality has been reduced) would be comparable EO 
market rents in the absence of regulation. Arnott says: 
eoeethe Landlord will choose to run down the 
building at such a speed that the controlled 


rent will just equal the market-clearing rent. 
COG departs aaa 


In contrast to the predictions of excess demand and 
non-price rationing when rent regulation is a restraint 
on a unit of housing service, this form of regulation 
Suggests excess demand and non-price rationing may not 
arise if a short-run équilibrium is re-established by a 
reduction in the quality of the regulated stock (Arnott, 
198 Ls YPrankena,) vi9%5 )% 

If initial reductions in quality and services are 
sufficient to eliminate excess demand, regulation is 
non-binding as the regulated rent equals the market 
(competitive) rent (Arnott, 1981). Landlords reduce the 
flow of services but receive a rent per unit housing 
service equivalent to competitive levels. Tenants pay a 
lower nominal rent for their apartment but pay a higher 
effective rent per unit housing service than in the 
absence of regulation (Arnott, 1981; Frankena, 1975; 
Rothenberg, 1977). 

Arnott (1981) suggests that quality reductions to 
market levels are one possibility for landlords under 
guideline regulations. Mbex I Serande sFitzpatrick, '@lo'33) ; 
Kiefer (1980), Moorhotse? (1972 )tanduRothenberg (1977) 
believe this effect is possible with cost pass through 
requis hions# that tal Tow rent Tineréases ctor ft quali ty 
improvements or operating cost increases but without 
compensating rent reductions for quality and operating 
cost reductions. 

A second argument concerning quality relates to the 
effect of regulation on capital or market values. The 
marketarvaituegottv bentdinguastequal tovthetpresent 


discounted value of expected net revenues. The 


expectation that future net revenues will be less under 
regulation reduces the market value of the building.) 
Eckert (1983), Moorhouse (1972) and Smith. and Tomlinson 
(1981) targuéesthat regulation with scost: pass pthrough 
provisions restricts nominal net revenues to the levels 
when regulations are initiated. Dn. ane int Lat onary 
environment, real net revenues and market values 
decline. According to Moorhouse (1972) when regulation 
isia réstraintcon .the renteof anyapartment, Slandilords 
wilde adjuisttreal/! tentseibvpadjustand jouansityy (Seno 
particular they raise real rents by reducing maintenance 
expenditures. He says: 

TO. the extent ansentrepreneun fuliyveantd Cr 

pates a lower new revenue stream from a 

controlled burlding, he will find 10 optimal 

to adjust his maintenance to a lower level and 

shorten the operating Jife of the bualdings... 

Under rent control then, dynamic equilibrium 


is preserved by adjustments in maintenance and 
the economic life of a structure. (p. 100) 


Smith and Tomlinson argue: 


Since investors as a group cannot immediately 
reduce their holdings, except in the sense 


that the value of these podaiade declines, 
they have an incentive to gradually reduce the 


real value of their investments by planned 

deterioration. Lower expenditures for repairs 

and maintenance accomplishes this by trading 

reduced capital values for increased net cash 

fil ows grhGl981 3 Ope LLOSa1 069 

Alexis and Fitzpatrick (1933)),- Arnoem (1931) and 
Rothenberg (1977) suggest that beyond the initial 
incentive to reduce quality, the net effect depends on 


the quality distributions oferequlated@units, tdemand, 


regulation induced changes in market rents and related 


10 


rent differentials,’ and mew ‘construction occuring! at 
different quality levels (See, for example Arnott, pp. 
53-54). Under the assumption that landlords are able to 
reduce the supply of services whenever regulated rents 
are less than market rents, this approach has been used 
tO predierrthatethet existing stockfof requlatedrtunits 
will eventually be eliminated as successive quality 
reductions shorten the economic life of the building 
(Arnott, 7 1981: Frankena, 1975: Fal lis ‘and. Smith, 1984a). 

These studies identify an initial incentive to 
reduce the quality, services and, hence, supply of 
regulated units. However, there are other significant 
qualifications (beyond those noted above) to this 
conclusion in these same articles. Kain (1974) suggests 
bheeretfectsl/rof (requ lationdidepend ./ an part sncone othe 
elasticities of supply. He reviews the polar cases of 
perfectly inelastic supply and perfectly elastic supply. 
In the former, rent regulation which holds price down 
and reduces expected net income leads to a reduction in 
capital values and excess demand. Tn sene T batter, 
landlords would either reduce the quantity of housing 
services to the level consistent with a competitive 
return at the controlled price or effect conversions or 
shift their capital and entrepreneurial skills to other 
industries. Kain believes that the real world lies 
somewhere in between. On the one hand, housing capital 
does depreciate and: 

Under certain circumstances this depreciation 


can »be quite: rapid. Landlords have some 
abr lity to reduces services sin the short run 


11 


and. this scope increases. rapid Ly ijwithstime. 
CPSP ae, SUD 


On the other hand: 


Landlords may have only limited scope to 
reduce housing services in the short run; 
there are certain legal constraints on their 
actions under rent control, but more important 
they may have to depreciate their capital in 
order to reduce their services significantly. 
Moreover, some maintenance outlays may be 
rational even under rent control as long as a 
positive, perhaps even a future competitive 
return to capital and other immobile factors 
is expected. (p. 9) 


Similarly, .Frankena,(1975) indicates that 3 t may, stakena 
long..time to ,.re-establish a short run, equilibdrium 
position: 
In the shorter period of time relevant to some 
issues in rent control, there may be narrow 
Limits son €1.e@. ano mt; DY a W NskGn wae peo. fb 
Maximizing. firm swould reduce. the i hlow sort 
housing services from a dwelling unit. Rapid 
deterioration may not represent an optimal 
path’to a lower quality level... Asa result 
in .the very, shownt. Gun the -f rm on onion poms, 
housing services at a price lower than that 
which would clear the market under rent 
control, and there could be excess demand for 
housing services. (pp. 306-307) 
Arnott, GLOB!T)} "suggests eeEmat. «depending son the 
"Structure (Of “rents (and. Momnmcenancer ©Cacimo. Og v, 
landlords may not be able to reduce the quality to the 
point where regulated rents are at competitive levels. 
In this case guideline regulations are considered to be 
jo Marek ma ter Rents are less than market (competitive) 
rents; hence, there will be excess demand. Quality may 


be similar to competitive levels in the absence of 


regulation. landlords sincur a capital. losses. .) 


LZ 


Fravnena (l 97S) tiinke that the efrect on marnte- 
nance depends on the actual regulatory mechanisms: 
there may be effective constraints on the level of 
housing services, regulations may apply to only part of 
the rental market, or regulations may be avoided. 

Rinote (Cl cieeiiCGates tial the errects Of Cost 
pass through regulations on quality are uncertain. They 
depend on market conditions and the quality of the 
building when regulations are initiated. Maintenance 
expenditures may increase or fall. Moreover, regula- 
tions that enable landlords to choose between accepting 
a specifica (Guideline) Increase or applying for rent 
review for a higher increase based on increased costs 
yield a range of possible landlord responses. The 
effects on quality of the regulated stock are uncertain; 
it may remain constant, it may fall below what it would 
have been in the absence of regulation. 

Theoretical analyses of landlord maintenance 
decrsrons (Arnott, 1991; Kiefer,’ "1930" Moorhouse,  19792% 
ROtnenvero, 1977 ‘and Sweeney, l974da, 1974b) iwndircate 
that in the absence of regulation landlords will under- 
take maintenance to the point at which the last dollar 
spent increases the building value by one dollar. 
Arnott, prior to developing Nis model* and’ differentta- 
ting between forms of regulation, argues that: 

Ril EnoOWwn  foOmNcwor rent. contro], however, 

Pest to oe ec Owiedt Of Walt imtemance 

increasing the value of the property by less 


than it would have increased without controls. 
ClO Belper. eels) 


ig) 


He describes an example where regulated rents are held 
substantially beneath market-clearing levels: 

Because there is considerable excess demand, 

the landlord can rent his apartment even if he 

spends nothing on maintenance. The profit- 

maximizing expenditure in this example may be 

zero. Apes 22) 

Depending on market conditions, it is also possible that 
a landlord would seek to maintain or improve the quality 
of a tunity tas; bus) ilatenvanalysisvotacost. passothrough 
regulations indicates). According to Rothenberg (1977) 
guality changes in the regulated stock may alter the 
supply at various quality levels. A profit-maximizing 
response may lead to quality improvements, higher rents 
through rent review and higher capital values (Slack and 
Amborski, 1984). Whether the increase in property value 
would be less than in the absence of regulation is an 
empirical question.(8) 

There appears to be little empirical evidence to 
Support the prediction that landlords will reduce the 
quality of the regulated stock in order to equate the 
market-clearing rent to the regulated rent. One common 
Statistical approach compares the percentages of rent 
(gross or net) spent on maintenance in regulated and non 
regulated buildings (or the trend within regulated 
buildings alone) (Eckeri, Joes lett oo. Rv ded iled 
al.,. 198) wand \Siterniliied seca te Oe eee Be see 
example, Lett in an analysis of the Boston market, found 
that the: 


Analys i SeGRX hitb taba) tended to confirm our 
working hypothesis of a decline in maintenance 
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i Neeec On tirrosl 1 ek Dug wdangss, tsabiyec't [tothe 

ism Hat tonsy of S@sizelio fisamp le ,/othi's’ “erend 

seems to be relatively unaffected by the scale 

of the structunes. (d9'7 6/7 p. 132 ) 
Still, wi PHOuEA farehenivqualerr ications)? ators’ noteclTear 
Fromethisi ty perrots statis pve=thaitem ainiterance® has 
declined. The decrease recorded in the high-rise 
category from 15.2 per cent to 14.4 per cent may be due 
to increased maintenance efficiency (Ontario-MOMAH, 
1982a, p. 45) rather than a reduction in maintenance 
services.(9) There are apparent increases in mainte- 
nance expenditures in the regulated sector in the 
tabhert bufildingsand ‘numbersofsunits' categories. On 
the other hand, they may be constant but inflated by 
lower revenue growth (Gilderbloom, 1980). A recent 
analysis found the latter to be the case for a small 
sample of properties in Ontario (Campbell Sharp, 1984). 

Other studies show the rent dollar broken down into 
various expense categories (for example, Eckert, 1983 in 
Brookline, Massachusetts; and Rydell et al., 1981 in Los 
Angeles). Rydell found a slight reduction in 'cosmetic' 
maintenance (painting and groundskeeping) but an 
increase in expenditures on repairs. Eckert, utilizing 
audited income and expense data from the local regula- 
dae board for various building size groups, determined 
that invsioome: building sige groups painting ‘and= deco- 
rating, and maintenance and repair had decreased while 
bo rother sivitt “had liincreasedkt An .allidataiséets; capital 


improvements increased.(10) Eckert concludes: 


All of the data sets taken together would lead 
us to conclude that landlords are spending 
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about as much for repairs and maintenance as a 

percentage of the rent after six years of rent 

control as they were in the year immediately 

preceding Rent Control. (p. 56) 

He believes that rather than allowing the building to 
depreciate which would shorten the economic life of the 
building, as argued by Moorhouse (1972), landlords would 
seek to convert their property to ownership status where 
possible, or file for property tax abatements for 
reduced market value. 

These studies along with the previously noted 
qualifications in the theoretical literature suggest 
that 'cosmetic' maintenance expenditures may be reduced 
but wehat ¥the ubas peiusitrinct ura btquaditty Is tmaimicaried: 
Steele and Miron (1984, footnote 40) make this point 
concerning Ontario. This may indicate that landlords do 
not reduce the quality and level of services to the 
point where the regulated rent equals the competitive 
rent (and excess demand is eliminated).(11) 

A second method employed to analyse quality levels 
and changes in those levels is based on surveys of 
tenant and landlord perceptions. Surveys endeavour to 
contro'ly\forawshewinherenitswbh) eckhiwninywgof aind iva 
responses by focussing on output measures of maintenance 
such as the incidence of elevator breakdowns, or 
frequency «of re paimnspand wolmt ent t Ldaiaestmudt ipite 
perspective approaches (landlord, tenant, observer) 
(Ontario-MOMAH, 1982a). A recent study of the Toronto 
rental market suggests that tenant (in a one year 


period) and landlord (one and five year periods) 
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responses indicated no change in the level of mainte- 
nance and concluded that: 

In all, the evidence on changes in maintenance 

does not support the view that conditions have 

become noticeably worse. (Ontario-MOMAH, 

198205 9245.43 
However, this may be too short a period to determine the 
effect on maintenance. On the one hand, Arnott (1981), 
Eckert (1983) and Kain (1974) suggest that landlords may 
not reduce maintenance and quality in the short run if 
regulations are assumed to be temporary. Moreover, 
aCcOndingotto-Braiag@ntlIgi | p.2299), ‘the quality “adjust- 
ment models such as Arnott (1981) and Rothenberg (1977), 
are indicative of medium and long term effects. On the 
CcMverearaind,: thessyaemrouss MOCe Us» suggest. that (if 
maintenance has not been affected significantly, either 
rent regulation is having little effect or there should 
be excess demand (due, either to effective regulation or 
to restraints imposed by the maintenance technology) 


(Arnott ,) 1. 9c. ovack and <Amborska, 1984). 


Tenure Conversions, Abandonment and Demolition 


A Pernat ive Ly, Or- dns addition bo a,reduction, in 
services, landlords may have the opportunity to change 
thestenune status-of rental. units,to,ownership jthereby 
avoiding possible capital losses (Arnott, 1981; Eckert, 
LOS2e4 Ka inynblion4i Rea BpGdy.Gupta, 1982); According sto 
Arnott: 

Tfithereszavpevnoyregulations® rest nrieting 


conve 6SiL0ny, 4 tbhemenentaly housing) wiflhl, be 
converted to owner-occupancy status whenever 


Pd 


its market value when rented falls below its 
value when owner-occupied. (1981, p. 58) 


Rothenberg suggests: 


The lesser lifetime rate of return expected 
from a rent-controlled existence in the rental 
market can be by-passed by selling the 
property rl fior towherships since, thetforces 
leading to excess demand in the former 
probably operate in the latter as well, but 
without the profit-dampening operation of rent 
controls. Ci9797 , foe Si 


Smith and Tomlinson argue: 


The declines in the real value of rental 

dwellings, and especially the declines in 

their value relative to non-rental housing, 
provide incentive to convert rental to owner- 
ship and thereby further diminish the rental 

housingsstocky6(19384,F pp 100-10.) 

The opportunity to convert to ownership reduces the 
incentive to reduce quality in the regulated sector 
partictitar lyitatechigh equadity sand rent “thewetlics: tbuit 
accentuates (the hossiof trental ‘housing*units (Arnott, 
1981; Rothenberg, 1977).(14) 

The existence of prohibitions against condominium 
conversionshintmany sundsdictione: (Cieyronrrorento, tor 
example) may preclude empirical determination of a 
causal relationship. 

Smith) “andi Tomlinson (298i) enoteprhoveven, »that 
10,306 designated rental units under construction in 
1975 and 1976 at the time regulations were initiated in 
Ontario but exempt from prohibitions against conversions 
to condominium status, were restructured and converted 
to condominium status. They suggest that these 


converted units represented approximately 50% of rental 
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units under construction at the time regulations were 
implemented (p. 101). This may show a shifting of 
wesources out’’/of, Chey renta l:sector due: ‘to uncertainties 
concerning potential coverage under rent reqieuacton Ain 
1975) or concerns that regulations may be extended for 
units occupied after January 1, 1976. It may also be a 
method or eWading regulation if condominiums are 
subsequently rented. Alternatively this may be a 
response to a strong ownership market. 

Rha ssit vay @adisc/ vdent lites nthes neconversion of 
joint owner-tenant occupied dwellings to single family 
dwellings in Toronto.(!5) Such units are exempt from 
anys sOronirDiLcror againsce Conversions if Ontario. A 
PeGduUCtUVOn- +O fo oye Ol elit Satine til Ss. COrmn Nad OCGCuUrr ed In 
ENC eminy Ort TORONTO set Ween Lo) S= 7.9. The authors 
Suggest that although: 

There are numerous causes for the reconversion 

process), Tent* controls whicn Was reduced tne 

income potential of these Dee ey is a 

Contcroucingeraceor se. “-CrICly pe eLlus) 

Oner Connunmepe rneMassachisektts *whrch "d4'd not 
restrict conversions recorded 2,000 conversions over the 
period 197i} Lor orice preisenmting -about) 20eperlcenti ofethe 
meguéertedascatboretbecker ty hii 8 Synepn.! 62575 3 ).i onl us was 
attributed to rent regulation. However, the literature 
identiftesta varietynotnGactons,; which may influence the 
relative profitability between the rental and ownership 
markets and hence the incentive to convert. 

An extensive study of rental conversion to condo- 


mundamsein Cheguny ted) Sates o( Ui S.=HUD4e9 80): isuggests 


to 


that, independent of rent regulation, there has been a 
decline in the profitability of rental housing which may 
have led to an increase in condominium conversions. The 
report argues that a relative decline compared to the 
ownership market and to the condominium sector in parti- 
cular, has occurred because of increased profitability 
within this sector reflecting a growing demand for 
ownership (with condominiums a more affordable option 
than single family houses) largely produced by inflation 
and tax advantages (see Diamond, 1978; Hendershott, 
1980, 1982; Hendershott and Hu, 1981; Rosen, 1979; Rosen 
and.Rosen, 19802 Schwab, LIS2seSmi thy bhoS 3euWense, 1978 
and Wedicherwet rads, 9198 L).) According stostherhbDereport; 

The profit made by rental property owners on 

sales to converter/developers is the proximate 

cause of conversions. The most direct cause 

is the availability of households willing to 

buy from the converter/developer. Market 

values of rental properties have increased 

dramatically due to the conversion option, and 
property owners have been receiving purchase 
prices far in excess of the resale values of 
these properties as rentals. There is 
evidence that in some, and perhaps all, 
markets, the difference in market values is 
also a function of decreasing operating 
margins. There is even stronger evidence that 

the difference reflects a shifting of some 

middle-income housing demand from rental to 

ownership. 44UsS.cHUD, L980. Chap terey,, epee ls) 

This study includes several jurisdictions which had 
enacitted «some. formeot, rent) reguviati onmtBostony,en Los 
Angeles, Newark, New York City, San Francisco, San Jose 
and. ,Washington a) DiGi SMSA.).. It was noted that New 
York, Boston and Washington, D.C. were among those with 


the highest number of conversions. However, the largest 


number was in Chicago where rent regulation had not been 


20 


enacted. Denver and Houston also do not have rent 
regulation, yet have experienced high conversion 
volumes. Conversions were associated with: 

Healthy, perhaps tightening rental markets 

Characterized by strong demand for home owner- 

ship and by higher-than-average rent levels. 

Ciba dt eeoseton 
On the effects of rent regulation, the report concludes 
that they: 

Are not necessary conditions or leading causes 

of condominium and cooperative conversions, if 

for no other reason than that so few of the 

jurisdictions with conversions have enacted 

Svchemeasures.) -ClOTd "Delt )% 

Le these cCOnOmic return trom rental housing falls 
below the value of the site and landlords do not have 
the opportunity to convert, they may abandon or demolish 
their properties (Arnott, 1981; Kiefer, 1980; Moorhouse, 
Po72o.  oneund ClL975) and’ Thurow (LOSO0 wcuggest, that. ue 
new construction is exempt, landlords may allow existing 
Wimitss tor deteriorate, in. order (bo. demolish and then 
construct new, exempt buildings. 

There appears to be little empirical evidence to 
Support this claim.\1/7) Rather,. the literature tends. to 
suggest the incidence of abandonment/demolition is part 
of a dynamic social and economic process related to 
urban growth and changing land values. 

wR ‘study Of “Elve Canadian cities by Skaburskis 
(1979) indrcates that growth rates” and development 
pressute are the Mar causes of demoliT1tions ) in 


Vancouver, Calgary and Toronto where older dwellings in 
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the inner city have been replaced with duplexes or 
apartment buildings depending on the zoning ordinances. 
Code enforcement (fire and health, property standards or 
minimum maintenance by-laws, building codes and demoli- 
tion control by-laws) was said to affect: 

The location and timing of demolitions rather 

than the overall long term rate of stock loss. 

If code enforcement did not clear the sites, 

the pressure for land-use intensification 

would... (1979) Working Paper ss, peare2) 

Abandonments were prevalent in Montreal and St. 
John but occurred less frequently in the other cities. 
Skaburskis suggests that market conditions, principally 
a relative decline in the demand for rental units either 
from an, over-supply of new units ior las decrease win 
investor confidence or interest, are the underlying 
causes of abandonments. Thus, the rate of increase in 
abandonments is attributed to a combination of factors. 
These also include, according to Skaburskis: redlining 
(a practice whereby financial institutions and insurance 
companies delineate portions of urban centres as 
‘undesirable Yor: high eriskiwaneas- ry ihrnancimg and 
insurance costs are higher resulting in reduced invest- 
ment opportunities), code enforcement, housing policies 
such as rehabilitation assistance, lack of knowledge 
concern ingsirehabiwia tat ions and Plack wor cay .wehabisleitation 


industry’ (in some areas), and neighbourhood effects. 
1.2.2 Market Responses to Disequilibdrium 


The literature identifies a number of possible 


responses when markets do not clear. Under universal 
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coverage (all units) regulations, non-price rationing of 
excess’ demand will* occur. When there is an exempt 
Sector; two =possibilities’ arise: non=price’ rattroning ‘in 
che regulated sector and spillover excess demand into 
the exempt sector. In the latter case, tenants unable 
to find accommodation in the regulated sector have no 
alternative but to seek accommodation in the exempt 
sector. 

Vario USeTformse: of Non=price”’ rationingvsuch as 
queuing, discrimination and black market operations 
(bribes, key money) have been identified as likely 
consequences of a strong demand for regulated units 
CAGMO tt, E sae neCcheungy 49775 ;PEeLO7 WR enrankena,y 10755 
Howe Weitels 1977; Moorhouse, 1972). There may be new 
contractual arrangements governing the exchange of 
housing services such as shifting of maintenance 
responsibilities to tenants (Frankena, 1975; Moorhouse, 
1972). Rent regulation would not be binding if a tenant 
seeking accommodation in the regulated sector makes a 
side payment (equal to the difference between the 
regulated rent and competitive rent, less any increase 
in the cost of making an exchange) with either the 
landlord or sitting tenant. 

Cheung (1974) suggests that when the potential 
income bener ae #60 *tenantes) “or loss (to Vandlords)* 1s 
hottassigned*bywrne vega ll rramework’ exclusively” tovan 
individual, there is an incentive for those involved to 
enter’ ‘into “new contracts governing the “exchange of 
housing services that maximize the benefits or minimize 


the losses so oFureher,® contracting parties*writ’try to 
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minimize any increase in negotiation or contract costs 
(over those in the absence of regulation). These 
aspects are developed further in Section 6 of this paper 
and Hartle (1984). 

Tenants. unable tosthind. acconmodationmairm the 
regulated sector will seek accommodation in the exempt 
sector wp According. to, Smith tank Tomnilunsonky 


Rents. will) riserran sehesuncontrolded sector 
until. the: excess: demand is bationed: rolmtex 


(CI98T,. ps LOd) 

Ay dual: ymanke telmayy reisamlrarntisy, whieh: rents edormia 
standardized unit of housing service in the exempt 
sector are higher than regulated rents and likely 
higher, .in gGthesshort tvunjaithans aa rkhett fr enteamine fhe 
absence of regulation (Fallis and Smith, 1984a, 1984b; 
Markess. (19.812) 0°Siniitht tardy Tomld nson,. (Eos. Fallis and 
Smith (1984a) suggest that when the regulated stock is 
abklocatread |towtenantswoceupy ing piteeatestine) hierme 
regulations are initiated, shifts in demand arising from 
in-migration or increases in income will be accommodated 
in the exempt sector. They indicate there may be 
conditions in which rents in the exempt sector are less 
than rents in the absence of regulation (depending on 
income and housing preferences), but argue that they 
will probably be higher. In either case, rents in the 
exempt sector are higher than ae Legh deta rents. Fallis 
and Smith,.(1984a) injone test of their model (1978-80, 
in Los Angeles) indicated that: 


After two years, controlled rents had risen an 
average of 13.7 per cent and uncontrolled 
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rents had risen an average of 46.2 per cent. 
These compare with the forecast increase of 
23.9 per cent. Consequently, the data confirm 
that rent controls effectively constrained 
rents on controlled units, but enabled larger 
rent increases on decontrolled units than 
would have occurred in he absence of rent 
eontrolsha(l984a,7pe 19,9) 


Ballis andaSmath (19846) fin. a..studyeof athe eToronto 
market calculated that rents, in 1982, in the exempt 
sector were between 8.1 and 10.3 per cent higher than 
they would have been in the absence of rent regulation 
and 24 per cent higher than regulated rents once quality 
differences were taken into account. 

Some literature suggests that housing consumption 
inefficiencies are likely to occur when vacancy rates 
are low, as increased search costs or reduced prospects 
of securing accommodation in the regulated sector or 
both, reduce household and labour mobility (Arnott, 
EIS hsTAul tf oS GlankwandithHesk ingol982 pHayek,N1972; 
Hazlett, 1982? Rothenberg; 1977). 

Rothenberg suggests that with an exempt sector: 
The controlled, lower-priced units are highly 
preferred. They come to have extremely low 
vacancy rates, large waiting lists and low 
tuNrno Vier Pep resent Trhenantsiicannotrnexpect/ tte 
obtain so good a bargain in the uncontrolled 
portion of the market, and so may remain in 
these units long after their desired type of 
housing has changed markedly. The match sof 
tenant's characteristics and housing charac- 
teristics can come to decline appreciably as 
household characteristics change over time 
while) householhdegfteelufrozeni fto controlled 
uinvetis: , (19:72710 peh9 On 


With respect to housing consumption inefficiency, 


DeSalvo, in his study on New York City, concludes: 
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Tenants of controlled housing consume neither 

substantially more nor substantially less 

housing than similar families in uncontrolled 

housings, the. princapal. differenceiais that 

controlled tenants pay considerably less than 

the market value for the property they 

consume.) Gb197 1 dep e22 7) 

Weinberg, Friedman and Mayo (1981) in an analysis 
of the effects of rent rebates on housing demand by low- 


income renters conclude: 

The economics of the housing demand of low- 

income households is such that relatively 

large changes in traditional economic 

variables such as prices and incomes [as a 

consequence of rent rebates] result in 

relatively small changes in equilibrium 

housing demand. (p. 345) 

This suggests that a relative price reduction resulting 
from rent regulation may not lead to increased housing 
consumption but rather increased non-housing 
consumption. 

Clark and Heskin (1982) provide evidence that 
tenant mobility in Los Angeles was reduced from 38 per 
cent) in 1977 to 24 per cent.in, 1979—-¢0. | One reason for 
a reduction.sin «mobi lity oistethat  feegqtihatwonatin Los 
Angeles allows for vacancy decontrol. Moreover, Clark 
and Heskin note that there are substantial tenure 
discounts even in the absence of regulation. Tenure 
discounts may reflect potential vacancy losses, market 
costs and inducements to retain tenants with desirable 
characteristics. Upon vacancyedecontrol, .wWandilords 
adjust. rents "fully, for the (tenure sdaivscount. in -the 
absence Of 7 rent batt one FOr any wtenure) Oils coum 


attributable to regulation and perhaps an additional 
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increase.(13) They argue that a low vacancy rate, 


compounded by a low mobility rate makes: 


Moving except Lona yeditfticurt. both for those 
who choose to move and those who are forced by 
circumstances. The cost of search is likely 
to increase and the additional loss of tenure 
discount suggests that the pressure to stay, 
batvner Chahemoy e> 1s surticientiy. strong for 
ail DUC  themtoetatlvelv. weartuny. (Dp. Ll2) 


insOntarqoy accoranngsco Blatelloe2, ps. 4s 


The Rental Market Survey done annually by the 
Ministry of Municipal Affairs and Housing has 
indicated that mobility rates among renter 
households, in the seven cities covered by the 
survey, has remained constant between 1978 and 
1980. In both of these surveys the mobility 
rate ranged between about 33% and about 498%. 
Although vacancy rates are low, mobility rates 
have remained at a high level.. (See also 
Ontario-MOMAH, 1982a, Table 5.4) 


Pecos “BEtLects on New supply 


The effects on new supply depend on whether or 
not potential developers anticipate that they will be 
Subpecerte rent requ Fation*CArnott, 198i" Rothenberg, 
1977). Even if rent regulation does not apply to new 
supply initially, there may be some risk that regula- 
tions will be extended creating uncertainty about future 
prorat abe lncys VA Leave SO Msen, MboIA2; - Rothenberg, 
LOTMA *The Ipossthbids tyr of *caprtal* Losses subsequent” to 
regulations being extended may require a risk premium in 
order to*justify new'construction (Fallis, 1984; Kain, 
190974 -e0lsens' 8972: "smrtn and **Tomlinson; f98r). *Fallis 
(1984) says the more suppliers believe that regulations 


may be extended: 
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The higher the initial rent needed to justify 
new construction. The risk of subsequent 
control means that a higher rate of return is 


needed to attract capital into the industry. 
(ek el9i) 


Similarly, Smith and Tomlinson argue: 


By. creating the expectation that thewcapacad 
appreciation component might be lost or 
reduced by the extension of controls, rent 
control necessitates a much larger net cash 
flow and hence much higher rent to justify new 
CONStLUCTLON. bho ow oe Ue 
Rothenberg (1977) suggests that in the absence of this 
risk premium, there would be less new construction at 
every price level anda higher (than in the absence of 
uncertainty) market rent. 

The risk premiumeffect may result ina higher long 
run rent (supply price) than in the absence of regula- 
tion. (Fallis, 1984: Olsen, 1972)... This wean emp eiea. 
question that has not received attention in the 
literature. The risk factor, however, may imply that 


the real effects on new supply lie somewhere between the 


two cases discussed in the following sections. 
New Units Not Subject to Regulation 


The literature is somewhat ambiguous as to the 
effects of rent regulation on new supply if new supply 
is exempt from regulation; it identifies factors working 
in; boths direc.itiions.; Ons thes.one, hand,, Fabllisvand Smith 
(1984a, 1934b), ,Marks.(1982,). and Smiths and, Tomlinson 
(1981) reason that rent regulation will create spill- 
over demand into the exempt sector (and new units) which 


will initially increase the market price for new rental 
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units of comparable quality to those in the regulated 
sector. Assuming there is no risk that rent regulation 
will hold down future rent increases for new units, the 
result should be increased construction of new units. 
Furthermore, if landlords reduce the quality and flow of 
services leading to a more rapid deterioration of the 
regulated stock, market rents would increase (as supply 
decreases) and stimulate new supply (Alexis and 
FHGzZ pa Cracks P49887 HArnotc,- LoS Rothenberg; 1977.)F *s On 
the other hand, Clayton and Lampert (1982a, 1982b), for 
example, argue that tenants may become conditioned to 
the lower regulated rents, may perceive rents in the 
exempt sector to be excessive and adjust lifestyles and 
preferences in order to avoid paying higher rents 
G19 8i2.D7n Ip 2291)". This demonstration effect may cause 
tenants to resist the market prices of new units even if 
those tenants are unable to gain possession of a 
regulated unit (Clayton Research Associates, 1984a; 


Rothenberg, 1977). 


New Units Subject to Regulation 


When new units are subject to regulation, Kain 
(1974) contends that there would be no new construction 
in the regulated sector: 

As long as the expected annual return on new 

capital and entrepreneurship remained below 

the return in competitive industries... (1974, 

p-. 8) 

Pretiok lowstet rombivhe tana lyses? of Arnott, (19819) 


Ade MHisttand ori tzpa trick EGhISSOye andemRothe nbergreGl97 7) 
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that as demand increases and supply decreases (in- 
creasing excess demand) the market entry price for new 
units will eventually rise to a level which will justify 
new construction. In «this. case,..Alexiaguand FP wozpatrick 
(1983) argue that new supply may not be discouraged even 
if price increases after entry are restricted. If entry 
see themselves are restricted to a level comparable 
to the regulated sector, Frankena (1975) contends that 
it is possible that the price new units can command may 
never justify construction if the rent per unit housing 
service is regulated. 

Studies that point to reduced levels of new, 
private sector construction under rent regulation, for 
example, Smith and Tomlinson (1981), face the empirical 
problem of controlling for other factors whose influence 
may overshadow that of rent regulation and prevent the 
determination of a causal relationship between rent 
regulation and the levels of new construction.(18) 


Arnott suggests: 


Controls may have had some effect on the 
volume of rental and owner-occupied housing 
construction. “The volume or such construction 
haso ‘fal lenystqniftcantly sincerthersearhly 
1970's, but this could be less because of rent 
control than because of decreased government 
assistance, higher interest rates, or the end 
of the baby boom's entrance into the housing 
mar kets: ((g9 Sle ep Oey.) 


The literature indicates that a number of factors may 
have contributed to recent declines in new rental 
construction. These include: demographics, tax changes 


which interact with inflationary influences on both the 


demand and supply sides to reduce the Prori taeb Tian ty or 
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rental housing relative to home ownership (see also the 
text and citations concerning condominium conversions), 
cream-skimming of higher income tenants into ownership, 
historileal Mags “ine thé fratev of increase in irents; ‘zoning 
and density restrictions, high construction, financing 
and iinventoryscarrny ingPeosts yin tinfVationary periods, 
and market failure in financial markets (Appelbaum, 
HISS3) GainCand Scotb,en [isvoClayton ‘Research Associates; 
He Sayer OSAaswJonestn 1LOSsi~ Smiths r 1983 (Sternd reb land 
Hughes; 2OSOs-MWetchervetitalwj,erlo8L). Moreover, as 
Arnott continues: 

Rent control may either stimulate or retard 

mewenous@ng construction, ) Sso™=thateanrt aliitin 

housing "COnStruction <does not, “bys itself, 


suggest anything about the impact of rent 
COmEero lie CLO Sie peanliOyn) 


1.2.4 Effects on Ownership Housing 


A number of possible effects of rent regulation on 
the ownership market are identified. ApnOte elo oto) said 
Blatt (1982) suggest excess demand may spillover into 
the owner-occupied market, increasing prices. This, in 
Evuon, WOuld stimulate new construction. Moreover; if 
investment in rental housing is reduced, tenants may be 
forced into the ownership market. Tenants may use 
savings: gauined fbhircudimtreduc edt inewm tiseetovemake 
downpayments on homes. On the other hand, demand for 
ownership housing may be reduced as tenants continue to 
seek bargain accommodation in the regulated sector. 

Because these factors tend to be offsetting, Arnott 


and Bhatt tconc ludesthaththetoverala ‘effects ishuncertain. 
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Empirical studies measuring these effects were not 

found. As Blatt: states: 
In reality, there are so many other factors 
entering these equations that a whole study 
could be devoted to the purchase decision. 
Some: of theses factorspares)!) 4the) sehangejain 
demographics, the increasing number of two 
earner households, the rise in interest rates 


and the expectations regarding continuing 
tenant protectionss s(ho8 27.60.38) 


1.2.5 Effects on Rents, Capital Values 


The efficiency effects of rent regulation likely 
depend, to a large degree, on the extent to which 
regulated rents are less than market (competitive) rents 
(Arnott ,~l981+, Mannyand VesethilhI8an) nitelis A mpor tant 
to note that market rents prior to regulation may have 
been above those associated with normal profits 
(Achtenberg, 1973; Kain, 1974) and regulation may reduce 
them to competitive levels (Kain, 1974). 

Two approaches have been used to estimate the 
efifectsofi@regulation in,Ontario on rent Vevels. the 
first forecasts rents in the absence of regulation as a 
FunctLon .of ovacancy (ratespand inflation or-operating 
cost hhmc reasescn(Arnott, 7 hosel; yop.) b6eo-—lioe Sardines -and 
Smithson) 984bensmitheand: Tomlameson elo Sileao mod ).( 19) 
Arnott estimates that, given a vacancy rate of 0.5 per 
cent. in Toronto in<298) “anda 12.0 perecent. cate) of 
inflation, nominal rents would increase by between 6 and 
15 per cent.(20) 

Smith and Tomlinson estimate, assuming a 5.0 per 
cent equidlabriaumivacancy rater in Ontario in? 1980, and 


Given dhe 69804 velcancy srate vof 125 “perscent).:ethet 
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equilibrium rents would have been 7 to 8.75 per cent 
higher in the absence of regulation. 
The second method compares rents in regulated units 
Lou iron—regquilatedarents sthaldis AandSmith ys 1984 bs 
waza lriyOonIs3 %and Maron “and uel lingwor th; 1983 ).74iBased 
on Canada Mortgage and Housing Corporation's rent 
survey data for*®pbulldings ‘containing ‘six or more units, 
Miron and Cullingworth report that in April, 1982, two- 
bedroom apartments in various Ontario cities had nominal 
monthly rent differences between regulated and exempt 
apartments as follows: Brantford $49, Hamilton $91, 
Kingston $33, Mississauga $125, “Sarnia $64, Thunder Bay 
ou 0Manadethercuty -or “Torontorsl9o7<* The data suggest ‘that 
regulated rents were lower, particularly in Mississauga 
and Toronto. However, as the authors recognize, there 
may be quality differences between the two sectors. 
Controlling for these differences was the objective of 
the Jazairi (1983) and Fallis and Smith (1984b) studies. 
US i nigeawsamip he. of 26 37Mr equiva ted? and? 50'0' *nion= 
regulated units in the Toronto Census Metropolitan Area 
idmitohe Ghali” of LIS 2 Pa zatrivydetermined "that monthly 
average nominal regulated rents were about 27 per cent 
less than non-regulated rents. According to Jazairi: 
This nominal rent differential between the two 
markets is equal to the real rent differential 
OMlye be ather dual tevercharmacboriusit | Com ole the 
rental units within and between these two 
markets are identical. However, since the 
quality characteristics of the housing units 
whose nominal rent is being compared are 
diuittierent)<¢ tehenetthe: treat "rent ditferent ral 
between these two markets must take into 
account «the iqual ty! “drfterentials “of the 


dwelling units both within and between the two 
mair kiat's.) (19'S Sy ps) 


Sy 5) 


Two other factors affect the comparison of relative 
rents. First, the market prices of housing attributes 
are not directly observable. Second, housing charac- 
teristics) ares high lywcinterdependent pbps) 6)sk Jazairi 
develops hedonic rent equations wherein rent is the sum 
of impd-keitopraices of tvani ous qualicvecndaservices 
characteristics such as number of rooms, ae access to 
subway, air conditioning, cable TV, parking and recrea- 
tional facilities.(21) He utilizes various regression 
techniques to control for the interdependency factor. 
Once quality differences are taken into account, Jazairi 
finds that regulated rents in 1982 were between 9 and 14 
per cent less than non-regulated rents in Toronto. He 
suggests that 9 per cent is a better estimate of the 
effect of rent regulation due to the interdependency 
faetorat pe 2.6). 

In a similar analysis, using different variables 
and .awslightdy:diftfiierent adatagset;, Rab lijstandsSmath 
(1984b) find that once quality differences are taken 
into account, regulated rents in 1982 were 20 per cent 
lower than rents in the exempt sector in Toronto. They 
estimate that equilibrium rents in the absence of 
regulation would be 90.6 per cent higher in 1982 than 
19,7:5.6 <Comparing ccalcud@tuons tofesactual pinereasesein 
regulated rents (69.6 per cent) and exempt rents (110.3 
per cent), the authors conclude that regulated rents 
were 1l per cent lower and exempt rents 10.3 per cent 
higher than in the absence of rent regulation. 

In view of the smaller nominal differences for 


jurisdictions outside of the Toronto area noted by Miron 
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andiCurlyinogworthpaequakarcy ead justed i dififerentiaks.in 
Ontario may be quite small and the Ontario average 
differential may be less than the Jazairi, and Fallis 
and Smith estimates for Toronto. According to Steele 
andr eMiron: (1984)6 mrch*ot / thet Porvper Ccenttdiiterence 
calculated by Jazairi may be attributed to newness 
rathers thant exemptions from regulation. 9 Moreover, a 
variable reflecting length of tenure discounts is absent 
Ine pDoethe the®Iazair IsGl983)/ "and Fallis /andy’Smithw(1984b) 
estimates. Weinberg, Friedman and Mayo (1981) and 
Merril d=(1980)" show -this tol besimportant in*hedonic’ rent 
indices. Since regulated units are older than exempt 
units and because there are more regulated than non- 
regulated units, it is likely that more tenants in 
regulated units receive tenure discounts (Steele and 
Miron, 1984). In the absence of this variable, both the 
Jazairi (9 per cent) and Fallis and Smith (20 per cent) 
estimates may (bevet oonhd gh? mek aleiiis Sand SSsmith? (19 Baas, 
1284p) iMairksonichI82haaid, Sm@reh and -Foml inson:%1987) 
argue that rents in the exempt sector are likely to be 
higher under regulation than in the absence of regula- 
tion. Miron and Cullingworth suggest, therefore, that 
rents in the absence of regulation would likely be 
somewhere between regulated and non-regulated rents. 
They conclude that the impact of regulation on rents in 
Br ociate may have been small. Ontario-MOMAH (1982a) 
eStiimatesima trentvéreducthion® of P7.50 perscent ’for -ehe 
province a aSiteel ehandamMi sonal 9849eCconc bude: forsthe 
poviisiceliask <M Wwhorliel sthat,tthettasstumed | #257 per Scent 


discount is likely too large.‘22) 
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There is limited evidence concerning the effect of 
rent regulation on capital values. Blatt (1982) and 
Smith and Tomlinson (1981) provide some evidence that in 
the ‘City, of «Toronto and) MetropolitansTorontostor the 
periods 19'75=-1979) (Bbatt’)oandel 975-1980. (Smith ard 
Tomlinson) the capital values of apartment units have 
declined in real terms and, in the latter study, rela- 
tive to condominiums and all residential dwellings. '23) 
However, it is not clear from the information provided 
that all the rental buildings were subject to regula- 
ttonsisJones. (1983) -0oSmith Woes, andr Wenche rie teacs. 
(1981), among others, have indicated that new rental 
construction has experienced reduced profitability rela- 
tive to both ownership properties and other forms of 
investment. This would reduce rental property capital 
values relative to other sectors. Moreover, no 
distinction is made between buildings which have taken 
the guideline increase and those applying for rent 
review. if; (capi take cests:. hnereasey) perma ttedwrent 
increases based on those cost increases may result in 
capital value increases. 

There is little evidence of the effects of rent 
regulation on rental property profitability in Ontario. 
Ontario-MOMAH (1982) and Campbell Sharp (1984) both show 
that. profitabili tye cashMtiilewrande ne turnhonmicap ital 
measures) has declined since the early 1970s. Both 
studies were based on very small samples (Ontario-MOMAH, 
68 buildings; Campbell Sharp, 8 buildings containing 934 
units in total). Moreover, Ontario-MOMAH (1982a) was 


heavily weighted by buildings exempt from regulation 
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(approximately 80 per cent were exempt). Campbell Sharp 
Suggests that inflation was a factor leading to reduced 
prokitabiwertyepriore to. Woo, ewhile «a ‘combination rof 
inflation and restrictions on rent increases were cited 
asyuflacivors, fomsthe tpost—197 Speriod.. Tm both studies, 
the rate of return on the sample properties was less 
than that available on alternative investments. The 
Social Py anning -councria ot Metropolitan Toronto, 0983) 
provides some evidence that the return on investment 
(equity and capital) for the regulated properties in the 
Ontario-MOMAH (1982a) study was significantly higher 
than the exempt properties in 1980 and above, or 
comparable to, returns on other investments. 

The analyses Dy Achtenberg (1973) Uarmour, (1975) 
and Weitzman (1983a) suggest that reduced capital values 
and slower growth in net rental income may be an inten- 
tional effect of rent regulation in order to reduce 
speculative appreciation in a strong market.(24) These 


aspects are reviewed below. 


1.3 Housing Market Characteristics and Imperfections 


That the rental market is perfectly competitive has 
beenean explicit assumption in«<thevanalyses «bys Albon 
(59:23-)5aFrankenarsG1975). Moorhouse (1972), and Olsen 
[1 972) and Wimplvei teen imosteothers analyses sof arent 
regulation. Further, eee OreeXpilsce teivyerrenes an 
the absence of regulation are assumed to be long run 
competitive equilibrium rents. However, according to 


Rothenberg: 
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Urban housing markets are not a good represen- 
tative of the abstract general market of 
conventional economic theory. They possess a 
number of distinctive features that are at one 
and the same time, integral to urban housing 
and difficult to integrate within conventional 
market, Cheory.. Glo 7) ep. 63) 


Lett contends that: 


The distinctive characteristics of housing 

markets makes the application of conventional 

market theory) dtvtficulteandsfurtheryocontrir 

butes, £0. Cloudy Unde rsicamam@no | O fw. ts 

Eunchi onsmwitl Sioywsp.£ Sily 

The principal characteristics identified in the 
literature that are associated with housing markets 
include: product Jor) housing wnt heterogeneity, 
information and transactions (moving and search) costs, 
durability and fixed Location of the: houstnda<stock,—hignh 
supply cost relative to other commodities, and long lead 
time for new construction. As a consumer good, housing 
consumption is characterized as being relatively 
inflexible and immobile. in, edd eiron fo ohne se 
characteristics which are internal to the housing 
Mmarke.t,,. external factors -such sas taxat lon. pel Leys 
building codes, zoning and land use policies and capital 
markets (interest rates, availability of Elnancial 
capital) also adntimence vine marker “Arnott,  I9el; 
Hulchanskd, 19845 Lett, 19767 ousgoqley, 1978s) Rothenberg, 
LO773. Runge tenval. Woe oreo LacwranG amor sk yy, ~1og4- 
Steele and Miron, 1984). The operational consequences 
of \these Internal ‘characteristics ‘and externa! 
inf Luences..can significantly affect both short and long 


run competitive rent levels (Hulchanski, 1984; Quigley, 
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PITeoew  rurtier, (tnemummrrcaclons Of the competitive 
model (as reviewed in Subsection 1.2 above) will be 
altered if, for example, rent regulation operates ina 
market where rents are above the long run competitive 
equilibrium level (Slack and Amborski, 1984). 

This subsection begins with a review of the 
internal characteristics of, and external influence. on, 
the rental housing market. Their potential impacts on 
rents and allocational efficiency are highlighted. The 
concluding part discusses the operational consequences 
@t~Cnhese sPaccor ss. Distributional consequences, in 


particular, are noted. 
iyo. Sinternal Characteristics 


Among housing units there are considerable varia- 
trons in structure, size, number of “rooms, architecture, 
condition and other physical attributes. As well, there 
are locational and neighbourhood characteristics to be 
considered. The great diversity or multi-dimensional 
heterogeneity of housing units implies that they are not 
all perfect or even near-perfect substitutes for each 
other. The housing market is not a single market but 
rather a set of submarkets segmented by quality, 
LOCATON ; size, Striccurce sand Service characteristics 
CBtane ano Winnitch, Loser" Rrotnenberg, hY/7> Steele and 
Miron 1984; Sweeney, 1974a, 1974b). While there may be 
Very simitar Units "(nence SubSstitutabrlicy) within’ a 
submarket, the variation among submarkets suggests 
Grrrering deqrees Cc! SUubstiturablwvrty. efekerc (1983) 


suggests the’ variation in characteristics may enable 


ao 


landlords to demonstrate the uniqueness of their 'brand' 
of units. » ,Accondi ngitopeckerth s 

Product differentiation done in this manner 

could make rental units in one building appear 

GTErerent “ftom basically Similar Unlos oi 

another), bua iding. Depending upon consumer 

judgement with regard to the comparative 
characteristics) of (the. two apartments. 
different rents could be charged. In fact, 
locatbonyalone might) in’ some: casesubensa 
signif boant’ fac torl Gor reomp | eteraroduct 
differentiation and, hence, enable price 

discriminations: G1 983,000 20) "4o0 

This suggests that information plays an important 
role in the housing market. Tenants must be adequately 
informed about the characteristics and availability of 
alternative accommodation in order to determine their 
willingness to pay for an individual unit and to avoid 
paying rents in excess of those for comparable units. 
Landlords, on the other hand, need to know the most 
favourable terms that can be. realized for their units 
and to identify suitable tenants. A housing market in 
which some participants possess imperfect knowledge may 
lead tol distortions nan votnemw ) sericon pet it ine 
market.(26) 

In, Ontario an OL), Staranczak. (197%) found wtive & 
only 53) per icentyof the Var ivatien in penks efor wnoge st 
units was explained by characteristics such as size and 
location. Friedman and Weinberg (1982), in an American 
study, utilized an, hedonic pindexwapproachi to control.fon 
quality, tenure, size and neighbourhood characteristics. 
They conclude that a substantial part of the differences 


in.-rents in Phoenix was attributable not to differences 


in, Size andi quality -characteristics.of unite, but. rather 
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bo Vii hecences®iinfrents, pard tor units of ‘similar siz6 
and quality. These results contrast with a competitive 
equibabeium ane wnaeh *dyveferences.. in. rents reflect 
differences in the quantity of housing services. (27) 

Information is asymmetric when a person or group of 
people know more or less than others. In a market 
charagker ipvedMbywathetinequalrey of” information, “the 
possibility of non-price taking behaviour may arise. 
Eckert (1983) contends that in Brookline, Massachusetts, 
information was imperfect for both landlords and tenants 
but was asymmetric in favour of landlords. This may 
have conferred some degree of market power on landlords. 
Such market power or influence over price and quantity 
iS. O6ne6ra) ty Orecoqni Zed "tortbe “sustainable. only ‘it 
barriers to entry exist. There is no evidence of this 
in Ontario. §28) 

Iniformattoners *costiys As ‘well;7*situations, may 
arise whereby the costs of acquiring the information 
necessary to make an exchange (transactions costs) are 
Pron brhively Haigh. Market failure may result -- a 
market in which exchange may not exist because of the 
bighuecos Ute fracomlings i nfioimatt on GA rrow,. 210 70) 1 bon 
the other hand, the necessary information may not be 
produced if the returns to thie"intormation are "not 
appropriable by the producer. (29) 

Examples of the approaches taken with respect to 
the role of information in the housing market are found 
imtRothenberd ua 27 70Ca nd Arnot tiitd9 $1) 05, In*the “latter 
srodyrsmentecih tH niormatilont tie oa sciimediulArnottp boar, 


assumption .2,.p. 4)ewhate inethe fiormer .tiheyperitod® of 
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adjustment in submarkets (which arises partly because of 
costly ,information) »isrof.sufféicient..length ;toa.,.a] Low 
renters and Jlandlords..tosful by: rnespond,teamartket 
cond rerans-: In other words, the short run adjustment 
period (in which rents may be above or below those 
consistent with normal returns) is extended as 
individuals adjust consumption and production decisions 
after the fact. 

Market participants incur transactions costs -- 
costs of acquiring or providing accommodation that are 
not included in the price of rental accommodation. For 
tenants these include the opportunity (time) and real 
costsnvofyssearchwands al nmtornnataon7y.tmomaingm costs tiand 
psychic vandive conemic «costs! jrediatiedyato vauichanges in 
nelighbour hoods .<andoe } ising patter nse mths teko aac 
Rothenberg, 1977; Runge et al., 1975; Weinberg, Friedman 
and..Mayio,. 19.81.). Bor puandLonrds«~thesenanremthought) to 
include advertising, management, redecorating and 
possibly vacancy costs. The presence and significance 
of aitransacitions 1 cosits.ef acingyy benants. implekes/ phhiatk 
tenants.are, not.perfect ly emobile. They may not be 
readily able to adjust their consumption of housing 
services in response to either price changes or changes 
arising within the household (income or preferences 
changes). 

Eckert (1983) indicates that certain tenant groups, 
particularly the elderly and families whose adult 
members work, face considerable opportunity and real 
costs and, hence, may experience considerable barriers 


to mobility. 
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Rothenberg suggests: 


The high costs of active.participation.in,the 
market -- search, transactions, and moving 
costs -- imply that the prospective gains from 
becoming an active participant (i.e. seeking 
to make a change) may have to be quite 
Substantiadeto: warrantd such participation. 
(2oyHs) Sole boy 


He continues: 


This suggests that a household that has just 

made a change is not likely to make another 

change very soon because of the high partici- 

pation costs. So active participation is not 

likely to be continuous for most households 

Dut’ sporadi cy with, long pe rirods’ of Non 

participation not uncommon. (Ibid., p. 69) 

Friedman and Weinberg (1981) argue that since 
Frequent’ moves “are ™ costly.’ once"™a décision ‘to move is 
made, that is, the expected benefits of moving (in terms 
of desired housing consumption) outweigh the moving and 
search costs, adjustment is complete. The’p delta k 
decision to move and subsequent changes in desired 
consumption levels are, however, affected by moving and 
search costs. There may be periods of time in which 
tenants do not move in response to changes in rents and 
incomes because of significant transactions costs (Muth, 
1974). Weinberg, Friedman and Mayo (1981) in a study of 
low-income tenants conclude that the benefits of moving 
are small -- relatively large changes in prices or 
incomes result in relatively small changes in housing 
demand because of moving and search costs. 

Partly because of information and transactions 


costs and because consumption is fixed spatially, demand 


for housing aS a consumer good is considered to be 
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immobile or inflexible. Tenants have limited ability to 
adjust consumption (Hulchanski, 1984; Lett, 1976; Runge 
ev ate, 1975) Wal hora os). 


Willis says: 


Most elements of the ordinary family's budget 
have some element of flexibility. PEP iood 
costs qo up, the fanvly ‘can wstally "exis b on 
le’ss *£60d',° “or’on* cheaper foodstuffs. ie 
clothing costs rise, old clothes can be made 
tow des Tf. the family budgekl no Woncer 
balances - either because costs have gone up 
or- because the family income has gone down - 
economies can be made in various ways. But 
rentiiistan ianftlexa ble ‘charge. Piya. e.gqo0es up, 
the tenant, has Tittle cholce but. £oupay rom to 
move to a less expensive lodging, and in times 
of housing shortage the latter alternative is 
ah i ltusory “one.® (1950; p< °5.7) 


Similarly, Runge et al. suggest: 


Housing is a necessity, and a relatively 
inflexible budget item. Chatters, secs 
consumption cannot easily be postponed or even 


diminished temporarily. LE PSO cmd OOo 
whitch can’ be readily substituted.” (19757 "bp. 
305) 


Recent empirical evidence on price elasticities tends to 
Support these arguments (see Friedman and Weinberg, 
1931} (Ourgley 2919 7ak 

Moving and search costs and inelastic demand may 
suggest that landlords could charge a premium (repre- 
Senting’ thelifcosts Jot pmo vin dain ge% cess) Bo fe ithesigr 
(landlord) costs.(39) However, Hazlett arques that: 

The existing tenant may impose costs on the 

landlord by moving and leaving an expensive 

transltilon /periodsco, che owner. (LIS2,.<p. :29.3') 

Moreover, sitting tenants may have leases or 


recetveistenure, discounts. (Astasnesnlt, rents. fudldy 
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adjust only upon tenant turnover.(3l) Further, as Downs 
OL2S1 es.) Cc eargucsn smear | and LorTrds,;©1n particular, 
Maya be? “tiirn® Ver animimrzers" ratherecthan prot re 
maximizers since the potential revenue loss (and costs) 
LEOM a Singer vacant Uirle cCOULd™=be sionirricant. Jones 
(CPS8S), Choinks that, (nese -vandlords wouoa only adjust 
rents aA VSS iver: changes in demand or costs were 
assumed to be permanent and the consequent risks of 
extended vacancies small.’ On’the other hand, in a tight 
market, the lack of available units reduces the benefits 
of ‘moving and increases search costs for tenants 
(Weinberg, Friedman and Mayo, 1981), but reduces the 
WikewInoocd of frexcrended "Vvacancles* fOr. 1 and Lords. “Che 
responsiveness of new supply is important in determining 
whether any rent premium is sustainable. 

On the supply-side, the durability (long economic 
firey ei or costrand = rxed' = Vocation “features of housing 
and the long lead times for new construction are cited 
esrconere MOUTiINng tortie snomt, TUN ane asticity, OLshousi ng 
Suppey= (bert, 970;  MOOTNnOuSsSe, J09 fer ROCICNUeELY ,~ Lov 
OUTILey 4, Lo 7O and RUNGe et. al. y) 19) ), 

Because housing is expensive to produce, Quigley 
says: 

Pine nNtGgh CoOets sor nconsce rue tind NOUS Mind. lm pcy. 

that housing is expensive, that a large rental 

market exists, and that mortgage repayment 

makes owner-occupied housing an instrument of 
weal ti accumulation. ln acadlTtLlon, 1t makes 

the evel “or mew *convstruct ion Of dwelling 

Unwcs and the Occupancy Costs fOr prospective 


purchasers quite sensitive to macroeconomic 
Dolieyve (loo, Oe icae 
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Moorhouse» suggests. the durabiJdjiey. and sha xed 


location features of a rental building imply that: 


The stock of housing units rather than the 
flow of new construction dominates short run 
market considerations; and in the housing 
market, the short-run can be quite long. For 
an entrepreneur, it means that once his 
building is in place, changes over time in 
supply and demand conditions will be optimally 
met by price rather than quantity (quality) 
adj] us tmentsia cl S/i2ne Dum oS) 


Ouigley suggests: 


Together, durability and supply cost indicate 
that wits Ls. tunica liv, fais tvs expe nei eG auto 
convert a unit in the existing stock from one 
configuration to another, suggesting that the 
Supp LY CULV 2 Lore Ol Sven), (Sierieye Ireieces co atis 
inelastic, even over relatively extended 
periods, and even if the elasticity of supply 
of newly constructed units 1s rather Jarde. 
Substantial quasi-rents f{returns that exceed 
opportunity scostsizamayvaccmie to pant cud air 
undts <n any market run, “and the long run iis 
very long» indeed: 978,» pw. 25) 


Lm sotcner words. in tthe (snort) | fii, supp ay as 
inelastic; price is a demand phenomenon. Rents will be 
determined largely by shifts in demand. Tf demand 
increases, rents will rise to ration the limited supply. 
Moreover, supply response lags and lengthy lead times 
(see Clayton Research Associates, 1984; deLeeuw and 
Ekanem, 1973; Grebler and Maisel, 1964 and Maisel, 1963) 


may extend transitional rent increases. (32) 


lL Secu external sractors 


The influence of various government zoning and land 
uUSe COMETOVS, NOUSING, cCOgGemand OUELOIng, density 


restrictionsp can bevsianiurtcant.. 2oning and land use 
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con tnowhs may hitend sto festriictsupp bytand inereaseé "the 
price of housing services.(33) Frieden (1979, 1982) 
suggests zoning and land use controls induce builders to 
concentrate on the upper price levels of the housing 
market and may create barriers to entry particularly in 
local markets.(34) NECOrTraing \ttos Glkee sonv?( L9VOHS 
Peterson (1974) and Sagalyn and Sternlieb (1972), zoning 
and density restrictions increase the value of land and 
consequently new supply prices. Bip Pduirgld code 
administration and the zoning approval process have 
resulted in extended and costly delays (Frieden, 1979; 
Joneses 19833 Outgleys s198t)% 

One consequence of these effects on new supply isa 
Spl Voverve£f ec t® on St het pr ivcetio f (exert i ng. Sin its". 
Buick son M1977) )etand' Katz and Rosen’ (1980) -contend® that 
prices of existing standardized units increase. An 
increase in the price of new units results ina redis- 
tnibut Lonsofrv resources *tovowners "of §the) pre-existing 
BtochewSiMack and ‘Ambonusk7 7 P1984; GOutgtey, 409307) & lL ahe 
net effectvof Jocal requlations on efficiency in the 
production of housing depends, however, on a number of 
other factors. 3°? 

Governments directly assist various sectors of the 
housing market through public housing and indirectly 
through financial assistance. Gau "and? Wi'ck's® (1 992") 
Suggest, however, that subsidies for new construction, 
specifiicaklynthesAssistedaRentakl Program andothe 
Multiple Unit Residential Building program, may be 
dissipated in increased property values rather Bikeh in 


increases in new supply. '36) 
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The influence of capital markets on the cost and 
awmalilabilatyyofiimortogange Hand keonstrecriton od can 
financing, and the pawtd cumiar vulnerability of the 
housing market to interest rates have been examined 
extensively (for example, De Rosa, 1978; Fair, 1972; 
Jones, 1983; Meltzer, 19743) Muth, 1962; Rothenberg, 1977 


and Smith, 1971). Rothenberg suggests: 


Aggregate forces can impinge on the capital 
market for reasons that have little to do with 
the worthwhileness of housing versus other 
production: ori consumption sectors ...Macro- 
economic conditions may call for heavy use of 
monetary policy. This will have effects on 
housing far greater than on other production 
and consumption sectors, yet unmotivated by 
any real change in relative national priori- 
tiestamongi thersiectorss (1 977 ppt 469") 


Capital market imperfections, resulting in 
effectiiive mon-pricekcredit, rationPngpommay exert 4 
constraining influence ion housing markets (Fair, 1972. 


Smith, 97s Jones (1983) contends that mortgage 


lenders: 


Battered by unanticipated inflation, appeared 
to’ be qurte’ sildw tovadapt the: desion Of 
mortgage instruments (especially repayment 
features) and loan underwriting guidelines to 
an inflationary world. Intermediary financial 
instruments and markets that would provide 
mortgagors with a mechanism for hedging the 
interest rate and payments risks inherent in 
traditional mortgage instruments have also 
been slow to develop. (pp. 38-39) 


instutwt tonal, markets faa lire: dueveo:\imperfect 
informationvean nealtes pate Einancing* markets *as 
suggested by Jones (1983) and effective non-price credit 


rationing may result in higher rents and less housing 
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Supp dey ot ha nectin. the mabs.encie, n offsidtth'e.s.e went é rnial 


factors. (37) 


1.3.3 Operational Consequences 


In a competitive market when supply is inelastic, 
rents in the short run are determined largely by shifts 
in demand. Conceptually, increasing rents induce new 
investment, and) construction until a new balance is 
reached. DuUbiagathessadjustments to ja, new. liong™ run 
equilibrium, income and capital gains may accrue to 
owners of the existing stock (Lindbeck, 1967). Most 
analyses consider these to be temporary as new construc- 
PLOnpeinecreases “supply,. Dringing rents down relatrve to 
what they would otherwise have been. However, distribu- 
tional consequences within the existing rental stock may 
be ssighifiicants i fmintesnal jfactors, result: an immobili- 
ties and adjustment lags, and external factors result in 
higher construction costs and corresponding higher rents 
FOr NeWwaundes (Oungiasey lee Sis, Runge witial 92 975e1S lack 
and Amborski, 1984; Steele and Miron, 1984). Moreover, 
higher rents in the existing stock may be prolonged. 
According to Rothenberg (1977) disequilibria situations 
are a likely consequence of transactions costs, 
imperfect information, immobilities and substantial 
adjustments lags.<-neugsed uby bothsconsumens, and 
producers. Further: 

Forced mismatches [of available units and 

consumers] at any time are unlikely to be 

quickly corrected because of the same barriers 
against continuous active participation on the 


user side and lagged responses on the supplier 
side. The past throws its shadows ahead. 
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Disequibibriunes puations: are .Wikelypeoshe 
created and perpetrated, giving way to new 
forms of disequilibrium? (p.“94) 

If the cost of neweonstriuction’ increases, “the rent 
increases necessary to induce new supply may be substan- 
tial (British Columbia Interdepartmental Study, 
1975).(38) Owners of new units earn a normal return and 
tenants occupying new units pay rents based on the 
higher costs of new supply. In the existing stock rents 
are higherstinefiiliecting #thechioghy equamsiabratimrrents 
(equilibrium rents would likely be lower in the absence 
of the external factors); however the costs (excluding 
the opportunity costs | ofmeapital) nof (prov idmorhousing 
services in the existing stock are less and owners earn 
above, normal eneturns: (Sehack- and Amborski - $:9:8 406 
Larmour (1975) argues: 

Any theory which takes the value of the 

existing stock*to ‘be 'the “cost 60f rephacing 

that stock really buries the whole impact of 

Capital gains: and the attendant” income 

transfer. Once such an assumption is granted, 

the whole case for rent control in its primary 

impact vanishes, and its utility is reduced 

oo- to preventing momentary abuses. (p. 19) 
Returns \to owners ofothe existing stock are returns on 
the capital value inflated by the effects of rising new 
Construction costsa(Larmour?) $1975) ipi.8 2992 639) 

As noted earlier, new rental construction is said 
to havetempenrencedsrredu ced iprofTrapwni typamremt 
"structural' changes. Larmour cites evidence of their 
influence beginning in the early 1970s. He suggests 


their negative effect on new construction makes 


investment ‘in existing “rental housing ex'trémely 
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attractive. Further, in the absence of regulation with 
levels of new construction reduced, the tax sheltering, 
leveraging and depreciation incentives(40) would 


encourage rapid turnover of existing rental properties. 


He says: 


Relating these conclusions back to the earlier 
considera phon shonterhet effect won arrise? im 
building costs on capital gains in the housing 
market) &theo rea lovimpact %of - thetéariditier 
findings: come tonbeteil tea wWormh flrbhereris a 
large turnover,’ this*means that the capital 
gains tend to become realized capital gains; 
and from being in a sense hypothetical costs, 
the inflated walue of the existing stock 
becomes real costs. (Larmour, p. 29) 


Larmour's analysis would appear to provide a basis for 


Achtenberg's conclusion that: 


Dame ainconbeol led market, athe? andhordus 
abl iy ‘toltcaprtalizerekces sisprotitstinte 
increased property value results in higher 
debt service, higher taxes, and once again 
higher’ rents. By @reduiciing ! andipods i biky 
Stab lFi'z nig ecach £1 owl prot LCs) Ment contro 
shou ld*sadiso: haveusca’ stabi hizing? 'efifectoron 
property i values’ Unsofartastvaimesrrettectwmer 
income and expectations of future gain. To 
tHhediententetthat fl rmentacontroletsuiecesedsern 
imkerrupting 2th Esitc tireuPareprocessfe@there 


should be important secondary impacts on the 
mone esubestantial components of Ehe rent 


dowtiear, with, cumiilatu vercostis avin ss no 
tenants? over ctimes (1973 pew 432) 


1.4 Summary 


A number of effects have been examined as possible 
consequences of rent regulation. These include effects 
on: rents and capital values, the quality and quantity 
of services from the existing stock, consumption 


efficiencies and levels of new CONnSerwe tl bons The 


che | 


theoretical literature argues that landlords who either 
anticipate or experience a return under regulation that 
is less than a market (competitive) return will seek to 
reduce the supply of housing services. From the 
empirical literature it is much less certain that the 
predicted “reduction. 71s) ,occurring. Differences in 
regulatory programs, rent adjustment mechanisms, market 
conditions and maintenance technologies are cited as 
being important determinants of the effects of a 
specific. regulatory policy..«-Given this,’ the number of 
other factors influencing the rental housing market and 
the difficulties in measuring the possible efficiency 
CLELecus. of (rent. regudation, £urthner research srs 
required. 

Two suggested areas (see Slack and Amborski, 1984) 
for further research concern the existence and nature of 
imperfections in the rental market and, secondly, better 
estimates of supply responses to changes in demand and 


the impact on rental starts. 
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Notes to Section 1 


(1) 


(2) 


(3) 


(5) 


Efficiency is optimized at a quantity such that if 
more housing were supplied its cost would exceed 
the price that the market would be willing to pay 
Low tte rAlsoven €) less %fousi ng’ were made aval lable, 
the cost saving would be less than what the market 


would beswilthingstospayntorkthessupp lywrthat was 
eliminated. 


A unit of housing service is a hypothetical concept 
bef beat rngMthentvar lous! attwibutes Such acuesi zé? 
design, fixtures, location and other characteris- 
tics of a dwelling unit to which consumers attach 
value .ousA dwellhlingownit yiel dstisomemquantity or 
Flow of housing service in each time period. An 
apartment which provides twice the consumption 
value of another is said to yield twice as many 
units of housing service. See Olsen (1969). 


Cut backs in maintenance expenditures may be viewed 
as either reducing the quantity of housing services 
supplied or as adjustments to the profit maximizing 
quality of the housing services supplied. General- 
lars Che» hidwicsingerlatge raiture edocsisno'tyamak e:aa 
distinction between quantity and quality. See 
Olsen (1969) for example. Non-housing studies model 
demand ras, arfunctson tof rboth quantitvieandiigialkity: 
S.e.ees Diy xoistin el 9 79881 Di xiictreo va ndwesstiigdieictez! e977 )., 
Sheshinski (1976), and Spence (1975). 


ifysuppaby eiswelastdcjatherne with] betantimcentive 
for the landlords to reduce the quantity of housing 
services"supplied until wthe marginal! cost ofa unit 
of housing services just equals the regulated 
price. Consequently, any services for which the 
marginal cost to the landlord exceeds the regulated 
poiecear(bult «nots cbheppcompetitiivienpnl Ce) ewaeelrebe 
ediminrate dutta seva Grésulsticof SEhE*I imposition of 
regulations. 


Although binding rent regulation unambiguously 
reduces gross revenues in the short run, the long 
run effect on gross revenues and the effect on net 
revenues are not clear. 


Frankena (1975) argues, however, that Moorhouse has 
confused the two forms of rent regulation (footnote 
4 eivps hP30 Si)heandaikiefer | 1OF98 0) Bsn geste tirat 
Moorhouse assumes that rent regulation reduces 
moabnbenanée i Gfoo tno ter] 078 598)¢ 


Capital values are based on anticipated future 
rents. its!) “argquied! isPtthe sfinener alGekitrerature 
anything affecting anticipated future rents 
(whether increases in costs, or a restraint on rent 
increases, for example) will result in a one-shot 
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(8) 


C22 


(10) 


reduction in capital values. Subsequent purchasers 
of a property would earn a normal return on (the 
adjusted value. Th an .opportun ityxcost esense}, 
owners of the existing stock would earn a normal 
return on an asset whose value has declined. 
Excess demand is examined in the next subsection 
and capital values in subsection 1.2.4 (below). 
The distributive, effects.off rent (Iregquiatnan are 
examined in Section 2 of this paper. 


Landlords would incur costs "ain appihy tng wkcwar ent 
review. These would likely be included in deter- 
mining the permitted rent increase. Under tight 
market conditions it is likely that a rent increase 
for improvements could be passed on to tenants. 
Althougmesmathiwand Lom) tisoneehos by AiG?) “and 
Ontario-MOMAH (1982b) suggest there are particular 
features of the cost pass through system in Ontario 
that discourage maintenance and capital improve- 
ments, an allowance for interest on capital 
expenditures is built into the rent permanently 
(Slack and Amborski, 1984). 


It may also indicate planned quality reductions as 
suggested in the quality filtering concept of the 
housingsmarket.%#SeesArnotteudoedn} Grigsbys0d 963), 
Rothenberg (1977) and Sweeney (1974a, 1974b). 


See also Achtenberg (1974) and Clark, Heskin and 
Manuel (1980). 

Klein and Sears et al. (1983) express the concern 
that existing spasist through igquidelines may 
discourage (Ontario! hrgh=r ise, bandiKkond ston 
undertaking long term conservation expenditures. 


Los Angeles, the market for the Rydell et al. 
(1981) study, has a vacancy decontrol provision in 
addition to new unit exemption in their legisla- 
tion. This may deter landlords from reducing the 
quality to market-clearing levels at the regulated 
rent if tenants could move to the exempt sector. 
On the other hand Fallis (1984, foobmotes Q25ep. 60) 
andeerankena tho? S31footnote 9," p. S05) 4argues cia 
withiqecancy sdecomtroinséchandiliords! wouddigseek to 
reduce quality and services. Brookline, Massachu- 
settiis* tal Lowshanentalevuni tsotto mbes ccdnverted to 
condominium status. In this case landlords may not 
reduce maintenance and quality that would affect 
the market value as a condominium. 


Rydell et»al. (1981) indicate that landlords, in Los 
Angeles, in the absence of regulation, set initial 
rents for new tenants higher than market average 
(presumabidy “under tight market conditions), 
Subsequent rent increases for continuing tenants 
are less (tenure discounts). Clark and Heskin 
(1982) suggest that»rent, increases occurring for 
vacancy decontrolled units in Los Angeles indicate 
full adjustment by landlords for normal tenure 
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kt 8x) 


(14) 


{ 6) 


CAT ) 


(1) 


#2) 


(20) 


(21) 


(229 


discounts and for tenure discounts due to rent 
regulation. See footnote 11. 


Empirical analysis OTfevhe "effects -of*~ rent 
regulation on rent levels in Ontario is examined in 
subsection 1.32: 41 (below) . 


See footnote 12. 


Tenure conversions to ownership occur through the 
conversdonsotimu lt pwle® uni trentadieburl dings’ to 
condominiums, the deconversion (consolidation) of 
small buildings containing several units to single 
Fami lyy residences, |andiis imgl ed famiatvetpental ato 
ownership. Conversions are subject to zoning and 
land use regulations, conversion costs, and the 
effects of financing availability on demand. 


Basedr.onm iarstudyeby= the City yohetonontotPianaing 


and Development Department. See City of Toronto 
GL980 )a 


DheerCLby» Ofna) Tornontossitid ywilasitis trite PESRSoWwi ng 
measonsnforithese reconiversd ons: Gye §spdme te ing rok 
related households formerly sharing the building to 
minimize shelter cost; increased household size and 
space requirements by owning households; increased 
equity build-up by owners; a reduction in demand 
foRjthisotype bof) dwelling: aia ese fortsingle 
occupancy or to an absentee owner; rent control; 
non-reporting at the time of enumeration. 

Seesial so! Kbedmd and. Searsrieitidtad sili b963)eetio mr san 
analysis fof0 st6éck losseswin athe Crtyaofheroronto. 


Kristoff (1:98 ,1976) and Marcuses(1979)wexamine 
the New York City market. 


See Appelbaum (1983) and Gilderbloom (1980, 1981) 
for a review of several studies in the United 
States. Their own studies suggest a link between 
rent regulation and new construction cannot be 
established when external influences are taken into 
accoun ti< 


See Arnott (1981), Smith (1974) and Rosen and Smith 
(-9383)eforma discussion (OS remewinereasesitas, a 
lagged function of vacancy rates, market conditions 
and operating cost increases. 


Seq [Arnot tho6l19816!) 1762178) bhertiqgvalitications 
concerning the model. 


The use of hedonic indices is extensive in analyses 
on housing quality and rents. SeestBawiIEnonyg 73), 
Butler (1982. #@iazai rae (1:98 2)9eckKs iniéands Oungley 
(1970, 1975), Marks (1984), and Merrill (1980). 


For estimates in other jurisdictions see DeSalvo 
(1971) eand Olsene(972dmfomn New Youk,sMarks (1984) 


i Bo 


GZ5)) 


(24) 


(25) 


(26) 


(270 


(28) 


290) 


&3:} 


(2320) 


for ,Vancouvemys-hRy deli <et lable Rosny Honsilos 
Angeles. 

Steele andviMiront (1984) smewbeww tiversOntario 
literaturevexqlusive of stheasaFfaUlast handtesmrth 
(1984) ) os buddy. 


Ontario-MOMAH (1982a) includes the data from both 


studies; Slack and Amborski (1984) provide a review 
of these studies. 


For a discussion of the effects of regulation on 
capital values in other jurisdictions see Appelbaum 
(1983 ),);CampbedeloG1908:1)5{ «Ecker ta(lose3) a Galiderb loom 
(1981), and Shulman (1981). 


Tn» as icompetiitive céquinhnibriumys 0ocational) rent 
differentials generate a spatial equilibrium with 
consumers making a trade off between Jocation and 
rent. 


Imperfect information may be a source of market 
faidluretor Mmerhicien@ resource allocation. = See 
Layard and Walters (1978, 22-26 and chap. 13). 


See Olsen (1969). 


See Markusen andeScheffimant 019770) andeMuller 
GL O78 Je See also Clayton Research Associates 
(1984) and Ontario-MOMAH (1982a) for a discussion 
ofemarket struct wre rien On taro. Zonimg rest ric- 
tions may limit entry in some cases. THrse ils 
examined in subsection 1.3.2 below. 


inevthis\ finstancertin formation tmaysAmetaltipgb lic 
good"; one possible source of market failure. See 
Footnote 26. Transactions costs are discussed 
below. 


In ethis: | case: tbecausie! “ofis transactitonst Costs; a 
negative externality exists. The cost to societv 
is greater than the private cost of production and 
may result in inefficient resource allocation. See 
Arrow (1970, 64-69), Dahlman (1979) and Layard and 
Walters (1978, 189-191) for a discussion of exter- 
nalities as a source of market failure. 


For a discussion of tenure discounts and some 
empirical evidence see Clark and Heskin (1982), 
Fol lhain® and® Mal pezzic (1980), Goodman and Kawai 
(L982) {.eKainwand Ouwigdey! (1975) fandimerra 1 eG 98:0))7 


For a discussion of a widely held representation of 
the anteracibion’ of irents) “vacancy £ates wand new 
construction see Clayton Research Associates (1984, 
13-15) and Rosen and Smith (1983). 


See Colwell and Kau (1982), Dahlman (1982), Dowall 


(19809097 Dowalhltand"Landtils 2198-2) paral Pa sIel9sa5e 
Prankenaywands sSicheffman® %(1/9'80 2 Pprpeaden? £4119:799 
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(34) 
too Sy) 


(36) 


COMES, 


(38) 


(3198 


1982), Katz and Rosen (1980), Maser et al. (1977), 
Markl Scand) Oates: (1979); aMid Mer (1978)5 ‘Muth and 


Clear CL976)7 1 Oud gleynthoe1); saandashut? (1974, 


See also Dowall (1980). 


See Ouigley (1VSI5N 49-50)" Otnrgley also reviews 
empirical studtesi related] to "zoning, land use, 
density and, building).codé restrictions. . See Silver 
(1980) for an analysis of building codes. 


The aim of the Assisted Rental Program initiated in 
1975 by the federal government was to stimulate 
construction of -renhtal tinrts throvoir ties prov ws! on 
ofiidmnect torants, omhintterest -ires, Loans: The 
Mipbiip ire? Url) Resident rain 4binskding Program 
initiated about the same time was to encourage 
construction by reducing the impact of 1972 federal 
income tax revisions which limited the tax shelter 
benefits of real estate investment. 


Other external influences that can be attributed to 
government policy include tax policy as well as the 
interac honor rt lation and taxyool veyron venunce 
ehouce’. See Diamond” (194764,,7 Hendernshott C1980, 
iO soe s WHendershote ands Hw” €1981L 4 avones mi 1983));, 
Rosen and Rosen (1980), and Smith (1983). 


The BribishiiColumbia, study »propides eanwexamp ke 
unditcacinge.tnattentoeens une: $7307 0005100 Of new 
construction an ‘unearned’! (windfall) capital gain 
ere S970 010 7000 srs" "created *for" owners of the 
ex hs bing Ss tock ho 7 5," T2947 9). See Clayton 
Research Associates (1984), Fallis (1984) and Jones 
190%!) Ich owl at discussion MoP* artverpated “and 
unanticipated changes in demand and inflation. 


Seen Kaish? (984) | FOr“ Al Giscussionttor fair sr7eturns 
Dasedaitonttbo ti wats torre "costs? “and, Ciubrent. or 
replacement costs. See uLet ta LOG Reand=Wishlis 
(1.90 4:7 efor a discwssiontoferate.ofsmetur neous az 
P10) 


See" Tarmour (1975, ‘22-29) for-asdiscusse1.on—or-these 
aspects. See also Jones (1983) and Smith 98 3). 
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SEGTION. 2¢ THE DISTRIBUTIVE EFFECTS OF RENT REGULATION 
Zines UR CLOGUCtTION 


Thes purpose of Hthi's rewiew is to outDine the 
conceptual issues and empirical findings that are set 
out «in -recent, literature.on ‘the distributive effects tof 
rent regulation. Determining these effects is a complex 
task since as Achtenberg (1973) points out: 

Redistribution operates not only between 

landlords and tenants of rent controlled 

housing but also between owners of controlled 

and exempt buildings and between protected 

tenants and other housing consumers. (p. 439) 

The review begins with a brief discussion of the 
Criterscan used) cto assessi the idistrabucive’ impact of 
government policies. SUDSeCL ON. so. Looks sat  bhe 
conceptual issues related to the operation of rental 
housingymarkets. «Subsections 2.4 through 2.6 concen— 
trate on the empirical estimates of the effects of rent 
requ lsateonsom rent i bev eis! insOmvar tot eSubsection, 2.7 
examines the possible complications of a dual market 
system.as well as rationing: offavailablenNunits if 
scarcity develops. Subsection 2.8 describes some of the 
indirect effects between the rental and homeownership 
markets. Administrative and public costs are the focus 


of subsectvens2%9. 


2.2 Bvaduabion. ofiithberDist mibutiwe UEtGectslLorePpublic 
POLICY 


Several papers discuss the general criteria used to 


évanlwetes they etifecttes408 lipwbatic 9po locvocamd Otte 


%1 


application of these criteria to the assessment of rent 
regulation. These papers include: Arnott (1981), Fallis 
(19S or that aes (oe ane raul chanskid. (1984), Miron and 
Cullingworth (1983), Ontario-MOMAH (1982) and Slack and 
Amborski (1984). Two principal considerations are 
efficiency and equity.(1)>° Since efficiency considera~ 
tLionsssare} meiva ewedrein Secttoned, thisivsec tron 
concentrates on the measurement and equity aspects of 
the distributive effects of rent regulation in Ontario. 

Hulchanski notes the difficulties associated with 
equity issues: 

Whereas economic efficiency can be defined and 

to some extent measured, equity, as more of an 

ethical concept, concerned with what people 


eonsmdaer ito besfithing toreright, us much moire 
Guim emne., to define, (1984, p. 57) 


AecordingstooFalbliss 


itieehew situation aseunfair, a program might be 
mounted to redistribute resources to deserving 
households. The question is especially 
ditieinkt tLorsanswerl foe vpdlicy: analyses 
because their training, however excellent, 
gives no guidance about what is fair. It is 


Apeeosue.OfajuSstree, rather than ‘social 
science qd 198i” pps 12713) 


Fallis (1981) states that it is generally accepted 


in pubic policy that: 


Redistribution should conform to the princi- 


Pee oolnsiOrizontal equity, -—— thatwsimilar 
households receive similar assistance and 
vertical equity -- that households in greater 


need receive greater assistance. (p. 13) 


Arnott, (1981),,in reference to this issue, argues that 


"according to the commonly accepted view of social 


#2 


justice, redistribution should occur from all the rich 


LO a IAIBieheS poor ."S(p. 62'3)) 


In applying these criteria to rent regulation, 


Miron and Cullingworth say that: 


It may be unfair to assess Rent Review as a 
generals redrs tri butivey tool 8) ethat .tsienot; ats 
only, or even major, objective.(2) (1983, p. 
192) 


Se Web AeM te ront and iGu liningwontieeand othervauthors 


have spent a considerable amount of time assessing the 


Uistripurcive: impact, Of srent.. negulation, in. Ontario. 


Fallis (1984) provides one motivation: 


Should regulation be used in pursuit of other 
Social objectives, its effect on the, distrabu- 
tion of income is of interest because society 
does wish the distribution of income to remain 
fair. Any change caused by rent regulation 
should be horizontally equitable and, most 
people would agree, should also be neutral or 
slightly progressive. (p. 46) 


Miron (1981), Gntario-MOMAH (1982) and.Slack and 


Amborski (1984) present a number of conceptual difficul- 


ties which arise in attempting to measure the distribu- 


tive effects of rent regulation. Ontario-MOMAH says 


that these problems result because the analyst must: 


ike 


pokes 


establish a base from which the change is measured; 
determine the resulting distribution to which the 
base is compared; and 

find the criteria relevant to the evaluation of the 


change. 


In choosing a base, the Ministry reasons that the 


acerorua particular polnteins time “may Deonesthat iis 
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particularly beneficial to one side of the issue." Some 


alternate bases are described: 


An advocate of free markets would argue that 
the comparison should be between controlled 
and fully uncontrolled rental levels. In 
contrast, others might seek the elimination of 
hand LOnraproritts and the interest return fe 
financial capital. An intermediate position 
wWOUdLG LOOKjeco an orderly, phased return, fo 
market conditions. (Ontario-MOMAH, 1982, p. 
25) 


Moreover, Fallis (1981) maintains that "housing 
programs should be recognized as part of the larger 
income “support system” (p. 13). Ontario-MOMAH (1982) 
tends to support Fallis's argument: 

A wider study might consider the distribution 

OEaemeriet Seand- -COs ts. over . ailein housiag 

programs and so include low income government 


subsidies and ownership tax benefits in the 
barances” (p. 130) 


Zou MabketConceptseand Distributive EErects 


Several papers address Fallis's question -- would 
the distribution of income be unfair without government 
intervention? Achtenberg (1973), the British Columbia 
Inter-Departmental Study Team (1975) and Hulchanski 
(1984) reason that regulation of rent levels may be 
necessary, not to effect an equitable distribution of 
income, but rather to stop inequitable. redistribution 
From peenants sto ij tandilords during. timess of! Ihousing 
shortages. 

On this point, Miron and Cullingworth (1983) cite 
the Brief to the Standing General Government Committee 


on Rent Review which argues that: 
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Excess profit for the landlord represents a 
direct re-allocation of income from tenant to 
MandVord. *Rent)centrow, should not. be «used. to 
re-distribute income positively, but controls 
must be placed on the negative re-distribution 
which is inevitable where tenants are poorer 
than landlords, which by and large is the case 
in Ontario. These countervailing equities are 
not solved by free market forces of supply and 
demand.. The socwtalL cost of the corrective 
Lesponse toes cancun eS Si mn Ly eto Oume bi, 
Thereris- no equality“of ‘bargaining: power’: 
there is discretion, expertise and economic 
power on the side of the supplier of rental 
accommodation, and none of these on the side 
of those who require accommodation. (p. 149) 


Achtenberg and the British Columbia Inter- 


Departmental Study Team outline possible reasons for 


rental housing shortages and why such shortages may be 


translated into higher rent levels. These supply-side 


reasons include: 


ace 


Housing supply is not readily adaptable to demand 
pressures -- planning, approval, and construction 
of new units take a considerable length of time. 

Liecosts of new construction have, yvasen, the rent 
increases necessary to stimulate construction may 
be large. This occurs even though new construction 
represents only a small percentage of the overall 
stock of rental units. These two characteristics 
Sontripute- to what Ls commonly referred Co gn the 
papers as inelasticity of supply -- that changes in 
SUppey are Slow co react to changes, if DLIces, at 
Leasteinwenelishort rn semLoukkehnens (b983 bs easons 
that! popu Lation’ growth’ ane urban jareasy isroftenathe 
reason for instituting rent regulations if supply 


is slow to react to the increased demand. 
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a8 Achtenberg adds that the problem may be compounded 
as "landlords' ability to capitalize excess profits 
into increased property values results in higher 
debt service, higher taxes and once again higher 


He nitesces | Whois Wy) 143-9 | 


Hulchanski discusses further characteristics of 
HhOUSmweewhich “tend £o complicate. the ability of 
housing, and in some cases rental housing in particular, 
from functioning as a typical market commodity" (1984, 
p.- 33). Because these characteristics are reviewed in 
Section 1, they are only listed here: high transactions 
costs, capital costs, durability and heterogeneity of 
housing stock, fixed location, and existing government 
regulations other than rent regulation. 

In contrast, studies which maintain that the rental 
market is fundamentally competitive include: Arnott 
(1981), Clayton Research Associates Limited (1984), 
Bia y) ese Ol) Gon anes (1.98. 3.) i= howe s:4 G1.9.8.3.)o9 Smo th 
(is9 Geo meant {Sint tn. tandeelom lLasison wil 815).. Lonehats 
discussion of several of these papers, Hulchanski (1984) 
observes that: 

Tier conventional assumption is that the 

problems with the rental sector are simply a 

temporary aberration in the performance of the 

private market mechanism. The rental market 
mechanism is not viewed as the problem. It is 
argued that we are not witnessing failure of 

Pica st Or euncr1on, but tara t, isk 

BocemuMen rt snolicy creates the .niqht 

conditions, the private market can solve the 


problems currently being experienced in the 
rencal Seccor. (ps. 12.) 


Arnott, cays, thats 
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While there are many noncompetitive aspects of 
tne whousing warkets Darricrssetouentry wears 
small. toe [Nhe Gaskinyseilan beents jreflect 
Scarcity and, highwcosts far more thamesthey 
reflect the monopoly power exercised by 
Vance lOrdS.aSsa°GroOupenlo ol, s0s52.0.) 


Fallis (1981) adds that: 


Hugh=prices act as signals 'to draw Lresources 
inte thes housings sector. If prices remain 
nighin the *Vong-run it’ may be an indication 
that resources needed to expand the quantity 
of housing have valuable uses elsewhere. For 
example, the land might be used in agricul- 
tuves athe tabour fo budding new Eactonhes<.. 
pel 5.) 


Ssuuph wand Tomlinson calso,imply thatyjnoon ats own, 
the ~rental market ‘operates competittively and 
eprirc renrtly. PReyMsUtgiesue MiVao any waloetreuput ive 
benefits may be outweighed by the efficiency losses, 


essentially through resource allocation distortions: 


Reneacontrods ims Ontario; ahass isd ogni € keant.ly 
reduced the real (and to a lesser extent the 
nominal) value of rental apartment dwellings, 
SupDStant tally win preed rental construction, 
generated rental shortages, created a dual 
controlled and uncontrolled rental market in 
which rents in the uncontrolled sector are 
higher than they would have been in the 
absence of controls, encouraged deterioration 
in the quality of the existing housing stock, 
and imposed a large revenue and expenditure 
cost on government and hence on the non-rent 
controd Led publi ced ed, peal bi) 


224" The Distribution’ of Direct Costs and Benefits Among 
All Households 
Studies which provide empirical estimates of the 
Gistributive -effects “of “rent requlatiron in Ontario 
MHemudeseorallis’ (7980), MrronWroelary, Bratt (1932); 


Ontario-MOMAH (1982), and Miron and Cullingworth (1983). 


ya 


All of these studies are based primarily on Statistics 
Canada's Household Income, Facilities and Equipment 
Surveys (HIFE) and employ similar methodologies. 

2.4.1 Estimates of the Distribution of Rent 

Savings 

Maironesand Ciba anowocth-(1-98:3 ), calicivatedthat= the 
potential income transfer is substantial -- for each one 
per cent that rent regulation kept rent levels below 
market levels (rental gap), tenants saved an estimated 
pi eat Jeena «OWS oo srive “anthoress add thatevre is 
impossible to determine the exact rental gap. Blatt 
states that "there is no certain way of knowing precise- 
iyetomhowunuch itWat "transfer ior, Slack /of JtRansfera 
AMOUICS DLiOO 29 4 Die “U2 2h)" She provides an estimated 
rental)gap of (7.5. per icent for) Ontario (in 1978.3) 

Smith and Tomlinson (1981) estimate that real gross 
rents declined between 11 and 12 per-cent from July 1975 
to the end of 1980.(4) These figures contrast Miron's 
observation that "the overall rate of increase in rents 


in Canada bears about the same correspondence to 


ies Oonwmene the CRI since, 12/76 asrit. did in the 
quarter-century. before 1976% (1981a,. sDes dune 

Using the assumption that rents were reduced by one 
per cent in 1978, Miron and Cullingworth employ the HIFE 
Survey to formulate the net impact through rent savings 
and losses on all Ontario households.(5) They found 
that "the largest net benefits have accrued to the 
lowest income groups and the largest net losses have 


beem iMate wupperrincome.groups” (19815) pwwbhS2.). The 
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average ‘net benefit for*al li households ecarning Under 

°4,000Mannually was estimated to be $6 in 1978. The 

only sgroup’ to “suffers an -overad 1* Vosstwas "the: ‘group 
earning over $25,000 per year. This was reported to be 

Just sihider: SLO ‘per household £66r'1978.1" The mSuthors 

maintain that rent review was generally vertically 

equitable in distributing costs and benefits. Ontario- 

MOMAH "G1982)" supports “Enis “finding* by ‘stating’ that: 

The total cost of the rent reduction.is shared 

more heavily by the higher income groups, with 

slightly. over. half of the «cost. being. borne aby 

the highest income group and almost three 

GQuerterns by the two highest. Almost one 

quarter of the burden was, however, borne by 

the lowest four income classes. (p. 127) 

Tt should be pointed out epee these figures only 
fulfill the vertical equity criterion for the ‘average' 
household. Homeowners, for example, do not share in the 
rent benefits -nowmatterm “what Stheusyn ncemes; are’ 
Discrepancies among tenants as well as estimates of rent 
benefits among those who receive these benefits are 
discussed later in this review. 

Miron and Cullingworth provide estimates of the 
"direct™ rent’ impactstefor. jnineditterent’ ‘household 
types. Some of their findings include: 

Le The net benefits of rent review accrued mainly Eo 
those with household heads under 35 years of age 
while net costs accrued mainly to households whose 
heads are 50 or older. 

a Similarly, .persons,. living: alone and, under. 35 years 


of age received a large net benefit as they had 
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little investment income (used to approximate 
landlord income). 

Households with children over six and both spouses 
present incurred a net loss. . A high portion. of 
these households were homeowners. 

The elderly and 2-plus person households also 
incurred a net loss. This may be because many 
elderly were either homeowners or occupied govern- 
ment assisted housing.(6) Neither of these two 
groups received any direct rent benefits. However, 
the latter received public assistance and might be 
considered net beneficiaries of overall government 


programs. 


Miron and Cullingworth conclude that: 


Not all of the young are large net benefitters 
and not all of the elderly are large net 
losers. Whether or not a person lives alone 
isvarso simportant. ~iAt.all ages,.those Living 
alone are more likely to be net benefitters 
and those resident with others, net losers. 
Principally, this, 1S because those living 
alone have lower incomes, a lower NIFI, 


.f{average investment income of household] and a 


Gmeatere dak espin ood rof “being. a -nenter -in 
Review-covered accommodation. (1983, p. 168) 


CyAVCeVEStimation Dimnttations 


There are estimation problems, including. data 


PAnieaulons wiwntech artect these studies, Miron and 


Cullingworth (1983) provide the following: 


Ly 


HIFE does not provide a means of estimating what 
rents would have been in the absence of rent 


review. 
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irrormat1on on™ upper micome “nousenolds? snot 
published. 

Tie. SuUrVyey. Woes “Ot Drove in tormat won ‘On 
landlord income. In order to overcome the lack of 
rental Investments Uatar. erental oun “Ves ument ~rs 
assumed to be distributed in the same manner as 
overall investment. 

"Foreign landlords' are not accounted for in HIFE. 
Thus, the loss incurred by Ontario landlords may be 
overstated. 

Effects are assumed to be proportional. That is, 
tenants and landlords are thought to react in the 
same manner whether there is a 1 per cent reduction 
Thoerents or a LO per cent rmeductron. 

The gains and losses are also assumed to be 
proportionately distributed. For example, Blatt's 
estimated 7.5 per cent rent reduction is an average 
Dots ulS sapolg eco. UnUiormly Vacrocas Leguaated 
tenancies. 

HIFE does not distinguish between regulated and 
unregulated tenancies. Most of these studies are 
based on 1978 data. This was before the $750 per 


month exemption was enacted. 


Due to Such Limittact rons, “'arrrs Geysco )*warns that 


the results should only be considered a rough approxima- 


fiom of .the ‘short-runlefrects or, cent requiLation. 


Part of the literature also addresses the diffi- 


culty! ‘of measuring’ thee value of tenants Sihenesitsoo- not 


in dodMtare, but Patherm Sn housingtservices at Gweduced 
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costs. Such in-kind payments may tend to reduce the 
overall benefit to the recipient: 
The essential property of an individualistic 
social welfare function is that it respects 
consumer sovereignty. Tt assumes that an 
ManVLourimuscEnerter Dial oheealone chooses 
how to spend a given sum of money or him- 
sel ft, . .bncomeinedisitributa onc oi sh dilaumps isum' 
when the government determines how much Eto 
give a recipient on the basis of his intrinsic 
characteristics, rather than on the basis of 
hisPvece Lonas HAEPnot ty wiley ups 19.) 
Olsen (1972) reports* that the cost “of rent’ regula- 


tlonstow rand lords. ih New York’ was twice” ats direct 
benefits to tenants (including other costs as discussed 
Mie SiDSecuLOowee~.o). Miron and-CuLLingworth claim that 
LTOCTOntALLO,, there was a more modest benerit.loss of 
between 4 and 6 per cent due to tenant payment in-kind. 
They formulated ‘real income equivalents" using 
drrrerenti" measures” of ttenant ‘satisfaction (uti lity 
functions) and assumptions as to the demand for housing 
Lreullatiy con eon OGherarconsumer.«qoods’.ctelasticity o£ 


SUDSE MEU BONY). 


2D. BDMUISCEEDUEA OnmoLeDarectuBenefits Among Tenants 


Evidence exists that tenants, on average, earn low 
incomes» relative, to “other households. Miron “and 


Cullingworth (1983) provide some support: 


Those of low incomes are much more likely to 
rent than those with higher incomes. In 1974, 
in the nine Ontario urban areas surveyed, 61.1 
per cent of those with incomes under $10,000 
were tenants, compared with 40.7 per cent of 
those with incomes from $10,000 to $19,999; 
and zie) per cent Of those with incomes’ of 
Ome Mon cover. (Dp. 15 ]-) 
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Similar findings are reported in Section 3, Rental 
Housing Affordability. 

ENpurveal sthudiles=py ms ratte (L962), fal lrrs (loeu )4 
Miron and Cullingworth (1983) and Ontario-MOMAH (1982) 
provide evidence to suggest that Ontario's rent regula- 
tion rs “Gereral ly “progressive “in distributing net 
benefits among tenants. Fallis provides estimates of 
tenant rent savings that are progressive throughout all 
tenantincome groups.” Blatt’ also'calculates that the 
net direct benefits to unsubsidized tenant households 
were, On average, progressive in 1978. Based ona 7.5 
per cent rent reduction the author found that tenants 
earning under $4,000 received net benefits equivalent to 
Wea Detrucenti of thetmuincome.  Tnis tigure declined: as 
household income rose. Those earning $25,000 or more 
had rental savings equivalent to 0.3 per cent of their 
income. 

However, the criticism that rent regulation offers 
assistance to high and middle as well as low income 
Cenantsieivei cpu ti hforth Gin tséveral papers. Miron and 
Cullingworth reason that: 

Perhaps the main problem in using rent review 

tot rectify (houstngm@affordabil ity® problems as 

enatce wuease avery pLunt tool. ="kent review 

keeps rents down for problem households by 


redticing. them’ for “alil*unsubsidized renter 
househotdss4(1983, poe 171) 


This is reinforced by Achtenberg: 


The basic ’shortcoming -OfEVrent icontroP as a 
redistributive measure lies in its application 
Pot categories! ofthovsi ng, Patiner than "to 
eategories (of housinowoccupants.. (197375 ip. 
441) 
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Ontario-MOMAH (1982) points out that the average 
annual rent benefit in dollar terms shows a clear 
pattern of increase with income. This is because high 
income tenant households tend to rent more expensive 
units. The Ministry found that the average tenant in 
the highest income group received a rent savings of 
Slightly over toner cent more than the average dollar 
benefit for the lowest income group. Accord ing 4&0 
Blatt's estimates, nearly one-half of the households 
protected by rent regulation in Ontario earned more than 
$15,000 in 1978. Moreover, this group was estimated to 
have received just over half of the rent savings. 
However, the Ministry states that this tendency is 
offset by the pattern of average costs which also rise 
with income, as discussed in subsection 2.6. 

Based on the same study, the Ministry reports that: 

The estimated rental savings of tenants with 

children is less than the savings of non- 

elderly childless individuals and couples. (p. 

10) 

Thistestudy submits that, the rent review program. vin 
ONtaAmIOvms GeaGrrecting Income into the hands of those 
Groups smesocietyiwhowarceanotttheymosteciinisneede The 
Ministry adds that because 70 per cent of the tenants do 
netihaviewanm aftordability pproblem;condy..about.one in 
four dowlars of Denefits goes to the estimated 30 per 


cent that do have a problem. 
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2.0 Distributrom of Diirect Costs Among Landlords 


In considering the landlord's position, Miron and 
Cullingworth briefly discuss several studies which 
provide, little confirmation: that Jandlords’ tendsto earn 
high incomes. Policy Options for Continuing Tenant 
Probectivonw(978a9hainistts\ taniatlhysis oft ithemCanadian 


situationpsstates that? 


Income problems are experienced by landlords 
as®wéli ‘astiby tenantis-4 )RhEeMl97 an Surveyy of 
Housing Units revealed that there were some 
38,000 rental building owners who lived in the 
buildings they owned. Of these, about 35 per 
cent had incomes $20,000 and over. The 
average income was slightly under $14,000. (p. 
7) 


Heung (1976) employed Revenue Canada taxation 
figures for rental income to obtain some idea of the 
relative income position of landlords and tenants 
nation-wide. Heung comments that: 

Theriiresul tetiohethas' tiinvestiqations.ssare Bat 

variance with the common impression “that 

itamdtords4are rich and tenants are poor. 

However, these results are, at best, only 

indicative since much of the total rental 

income received in Canada is received by 
corporations. In order to provide a complete 
analivsis offithe distribution of irentallg incomes 

by income wclass;, ritowould be necessary oto 

determine the income of each shareholder of 

thercopporat ions > pse75) 

As stated earlier, the HIFE Survey does not provide 
separate information on landlord income but does present 
data on overall investment income. Under the assumption 
that landlord income.is-distributed in the same manner 


as overall investment income Blatt calculates the direct 


loss of rental income in 1978 as a percentage of average 
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household income for six income groups. The loss does 
not progress evenly through most income groups. For 
those earning less than $4,000 per year the loss is 0.5 
pem cents on cipela Stes? tO ST percent ror those 
earning between $4,000 and $7,999. For those earning 
overesS25,000 the foSsipsO.3%per' cents Ontario-MOMAH 
concludes that in dollar terms, **the totalfcost+ ofthe 
rent reduction is shared more heavily by the higher 
income;grvounpsn (1982 ,ap7 12:7)2 

The Ministry also presents Canada-wide data to 
approximate landlord investments among various Ontario 
household income groups. It concludes that the major 
losses fall on the minority who are landlords, while the 
majority of households earning equal income escape this 
effect, thus violating the horizontal equity criterion. 
(Ontario-MOMAH cautions that this statement ignores 
rental ownership through pension funds.) The Ministry 
contends that: 

Rent review by definition does not produce a 

result that© provides’ eqial “benefits or "costs 

to those vof similar *incomes*® regardless” of 

their tenure choice or choice of investment. 

G1O.82e'' pe aL3s0ry 

Another suggested inequity is that some landlords 
may benefit from rent regulation although general rent 
levels are held below the competitive level: 

A landlord who had only buildings not covered 

by the regulation may be on either side of the 

equation. A landlord whose buildings had 

experienced high vacancy rates before controls 


probably *has’ not ‘suffered greatly, asthe low 
vacancy rates that accompanied rent review 
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Rave *probabi vy" given “him more tenants and 
PeShapssa pet iqainseus Late, ~b98 2.4p< 22) 


Giiderbloom (1983 )jeexplains the tdistrapiution of 


costs among landlords as follows: 


When .jymunicipabliatiwdsets liowabke. nent 
increases, landlords may act to target their 
rent increases at that level. This would 
in@lude all Wandlords’ “who* might” not “have 
raised their rents to that level ina non-rent 
controlled situation. Thus the professional 
landlord who wants to raise rents by a large 
amount is thwarted, but at the same time the 
amateur operator raises rents higher than he 
or she would have without controls because 
"fair and reasonable return' is now made 
SX purPLe rts The? resirte may” simply be <a 
reduction scin the avariation-win»rente Levels 
crrougnout- thes city. Adoption Of moderate 
renk control-by .miuna cipaldties stor the most 
part, appears to be a gesture more in symbolic 
POlJIcieg@esthapnwin redastribubive «poilgb16s..8(. 
19) 


Arnott (1981) and Slack and Amborski (1984) raise 
the possibility that landlords who own rental units at 
the time rent regulations are introduced may incur all 


losses through reduced capital values.!’) 


As Arnott says: 


Ties Vossest o4a..Land ] ord comes in thesform ofa 

sudden reduction in the value of his property 

Moom Cie UMpOS ist rOnIOn sCOMmL GO Sam lity olise eb ve 

landlords who own property when controls come 

into effect who lose; subsequent owners are 

neither nurct nor helpedeby controls. (198 lap. 

54 ) 

Smith (Lool) in a report or whe Real vEstate 
Preticmee ot Canada furnishesssteatistical support for 
ALNORESS aval ew. Smith found that Ehe realy price per 


Ontario rental unit declined by 39 per cent between 1975 


and Loeod, He also maintains that thersel ling price of 
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apartment units fell by.30 per cent.~relative,to the 


price of single family homes (p. 4). 
Additional Landlord Costs 


Addicional, costs may be incurred by landlords of 
the regulated stock. 

Kriegsfeld (1975) argues that, depending on the 
specific rent regulation scheme, the administrative 
costs of rent regulation may increase the expenditures 
required of landlords without increasing their income. 
Deadlines for filing notices of rent increase, the use 
of proper forms, meetings with rent commissions and 
other regulatory authorities, all may go to increase the 
financial burden to the landlords.!8) 

BivatiotLos2) sugqests <that the costJof compicance 
to rent review legislation may be a very real cost to 
landlords and especially to small landlords. Large 
corporate landlords have access to legal] assistance and 
NatiGetne records. Otvald their financial -transactaons. 
Blatt maintains that most small landlords do not have 
legal advice on hand and find that the costs involved in 
going through the review process are more than the value 
of the increase sought. No data could be found on this 
item. The best source of information may be the Annual 
Reports of the Ontario Residential Tenancy Commission 
which list applications for rent increases by building 
size. 

Petit la O) as EL oLccussing the rent adjustment 
process in several American jurisdictions, contends that 


the price of administrative lag, especially in times of 
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inflation, may well be the permanent loss of a building. 
By the time an increase. is secured, costs may. have 
already increased to the point that another increase is 
necessary -- creating a cycle in which the securement of 
increases always lags behind the actual cost realities. 
She reasons that administrative lag time may well be the 
economic downfall of owners of small structures who lack 
sufficient capital reserves to compensate for the qap 
between income and costs.(9) 

The, Annual Reports: of the (Ontario Resident ia 1 
Tenancy Commission indicate that the number of applica- 
tions for rent increases and consequently the average 
processing delay rose significantly in the early 1980s 
when inflation rates were high. However, no data on the 


effects of processing delays were found. 


27 *sDuals Markets, Excess Demand and Availability of 
Regulated Units 


The possibility of excess demand for regulated 
units and the creation of a dual rental market through 
exemptions, for example, luxury units, new buildings and 
furnished apartments, both tend to complicate tenant 
equity.° Tenants are Ssamilarly split into two categories 
-- those who are protected by regulation and those who 
rent on the open market. 

Excess demand for rental units may exist when rent 
regulation is introduced. Several papers argue that, if 
rentseare held below competitive levels the extent of 
the excess demand may increase and new investment may 


not be forthcoming to alleviate the excess demand. They 
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include: ArTHOLE CLoOSt ), Blatt: (1982)... Maron sane 
Cullingworth (19383), Stanbury. (1984), and Smith ang 
Tomlinson (1981). The possible reduction in investment 
is an efficiency consideration and is discussed in 
Section 1 while rental housing shortages are looked at 
Le SiLbS Oc bi Oty o2 sisi Thispusubseactson .ou topes. ae 
perceived effects on tenants when there is excess 


demand. 19) 


2057 Dt Rationing 


Arnott discusses three possible rationing 


mechanisms for housing when excess demand exists: 


Jit The rational law-abiding landlord will choose easy 
eenantcs,. thosetwhoetwitisa stay acsliong tame, 7doo0k 
after their apartments well, and not be a nuisance 
to their neighbours. If he feels that these 
characteristics are positively correlated with 
income, he will probably ration on that basis. 

2% lf*hetis required sby), law not;to discriminatesun 
this way, his apartments may go to those who have 
been on his waiting list the longest. . 

ahh He also has a strong incentive to ration illegally, 
by demanding key money. 


(1981, p. 55) 


ALNOee argues) that, given.a mix of these three 
rationing mechanisms, high income households are clearly 
winners. Tiecerouaiaty-adjusted ‘rent on unregulated 


housing constructed after requlation has been imposed is 
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likely to be much the same as it would have been in the 
absence of regulation. As a result, high-income house- 
holds who live in unregulated housing are about as well 
off as they would have been in the absence of regula- 
tion, while the high-income households who live in 
regulated units are presumably better off, since they 
beaver chesen lit coven junregul ated: housd ngs DAas 
conclusion appears, however, to overlook key money 
deposits and the possibility that landlords use waiting 
lists rather than rationing by income (Cheung, 1975; 
Prankendyrn 9753" Moorhouse, L972)... -A further scomplica= 
tion, discussed subsequently is that rents in the 
unNregulLatked ~sector, may De «chigher,-because- ,of sEhe 
introduction of rent regulation. 

Arnott (1981) also maintains that short-run distri- 
butive effects on the middle and low income groups are 
anmpaqueussifsratvoning?: exists. Scame lhyekor medium— 
quality regulated housing may force some middle income 
households to settle for low-quality regulated housing 
or unregulated higher-quality housing, while others, 
because they are good tenants, may obtain regulated, 
high-quality housing. 

For low income tenants, the relative abundance of 
low-quality housing helps them since they are likely to 
be able to obtain, at lower rents, more or less the same 
housing they would have chosen in an unregulated market. 
But because they are likely to be regarded as less 
desirable tenants than the middle income households now 
Gompeting with them for the same’ quality housing, the 


rationing mechanisms work against them. 
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Loikkanen (1983) tends to support Arnott: 


When prices cannot be differentiated among 
different types of buyers, it pays to wait for 
a preferred type of customer and discriminate 
the other type for some time at least. This 
creates an ‘availability problem' to the non- 
preferred buyers. (p. 37) 

However, no empirical evidence was found to support or 


refute this argument. 
Zeiiel Lennar, COSsts 


Blatt (1982) reasons that the only real dollar cost 
to vthesmayori ty, of tenants is in the cost of ,ehe rene 
regulation program. However, several papers raise the 
possibility that some rents may not be lower as a result 
Of rene regulations (Smithtiand Tom insoOnal 9S:leu Rl ae 
19827aMann and Vesethyl983).) Two .casestare suggested, 
In ste. fiest. casesattenants ih units eieok ¢eubtetituastoe 
regulation may find that their rents may not be lower 
and may be higher than they would otherwise have been. 
In the second case, rents may be higher for those 
tenants whose landlords would not have raised rents as 
much as the allowable percentage, but do so because a 
ceiling exists. No empirical evidence could be found to 
support this latter proposition. 

Smith and Tomlinson (1981) believe that the’ most 
important feature that comes out of dual markets is the 
fact that iments are,going rto,be higher win the. unregus 
lated sector than they would have been in the absence of 
rent regulation.(11) as proof, «they. report: that) inthe 


CLlty7Ow TOroOncCo smo arober 1230) rents: for unregqullated 
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bachelor, one-bedroom, two-bedroom and three-bedroom 
units were, respectively, approximately 23 per cent, 34 
per cent, +26 rper ccentiwand TOlLper ceaentahigher -chan for 
equivalent regulated units. 

These differences were estimated from preliminary 
data supplied by the CMHC Toronto office, "Rental Ranges 
vn tthe sample of Privately “Initiated Apartment 
Structures’ of 9Six Units or’ Over") "November ¥I980. Smith 
and Tomlinson (1981) qualify their figures noting that, 
Since unregulated units were all completed after rent 
regulation was introduced and were thus less than 5 
Verma aol, cneresiare .likely to De «quail atati ve 
differences which would cause observed percentages 
differences in average rents. TASa” fool no tess ) the 
authors argue that the likelihood that newer unregulated 
units are less well-located and hence have a lower 
location value partially offsets the age bias. 

Bikate (982) 1a stersevera Mandirects’ Eenanty costes 
which tend to offset rent reductions. These costs may 
mesimitucnrom bostamobid9 tymeehrough low vacancy rates, 
lost money through increases in key money payments and 
piace nmarketvactiv ities; -Moss of pri vaey+duettored ! 
shortages of units which could lead to doubling-up, a 
change inthe lite Dactbern,— cust her unde hevelsiaor 
maintenance and, to the extent that they may have been 
so employed, a decline in employment in the construction 
industry. 

According to Mann and Veseth (1983): 


Penters =. Lndiwl dias sels eke nas rent. — 
controlled housing -- experience both gains 
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and’ Lossesmoron. rent control. The obvious 
gain comes from below-equilibrium rents -- an 
income transfer from landlord to renter. But 
VEL S*iIMpercarc, “LoL Lowing Cheung, to’ T1oce 
that the size of the gain is generally less 
than the amount of the rental differential 
itsedkbf..)»Undererent comtro.), menters compete 
fox sscancespriceycentroliwled sunits. Search 
costs, queue lengths, and side payments are 
all likely as mobility, housing quality, and 
ViaiCra tC Vine tes oT als Sat ting renters 
experience a "lock-in" effect. The initial 
gains to renters are thus dissipated over 
firme Cp. 8S) 


With the presence of low vacancy rates, Blatt and 
Arnott sugqestuthat wa limit on mobility may, be a very 
real cost to tenants who do not like the unit that they 
reside in or whose requirements have changed: 

A tenant is discouraged from moving within the 

local rent-controlled housing market because 

ihe "search Costs of “Finding “a pretérable UnLe 

are high when there is excess demand. And he 

foroTrescouraged (rom moving tO a Jurisdiction 

without rent control because he would:have to 

pay more for comparable housing. This creates 

inefficiency in the labour market. Reduced 

MOD ywa aso hesu tts Ina mMismatcniang: of 

households. toshousing?> unitsse “Arnott, 1931) op. 

219) 

Empirically, evidence has been conflicting. Clark 
aAnGuahes iin ei) 982) 9 hound that «rents, negqulatd one has ga 
significant impact on mobility in Los Angeles where 
vacated units were deregulated at the landlord's re- 
quest. In Ontario, where there is no vacancy decontrol 
provision, the Ministry of Municipal Affairs and Housing 
(1980) found that mobility had not changed noticeably 
between 1978 and 1980. Miron and Cullingworth suggest 


thaietneweriecteofeventarequilatagn..on mobishitysedenpends 


upon the stringency of the regulatory system: 
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Much depends on the level of rents. Where 

ments have been. frozen.for.a long period at 

what is usually a very low level, there is a 

RPEeSsumpt ron, that rhe argument anase.s ome 

VanelOid ty. It has far less where rents are 

FcOMEULOL Led  DUtenObeErOz ene Clon st 47) 

It should be pointed out that reduced tenant move- 
ment does not necessarily imply either reduced mobility 
or policy failure. Tenant movement is only an approxi- 
Moetaone FOr mObpLIELty whichis COneingent. pon sie co homs 
such as changing job opportunities and household size. 
It follows that a reduction in movement may be, in part, 
a result of improved security of tenure or affordability 
(Ontario-MOMAH, 1982). 

REVO gargues, ethat guhe arat bon ing.wechanu.sms 
DrOmMGteds DYy-excess,demand produce an Inefficient 
matching of households to housing units. For instance, 
a middle income household that would unwillingly pay the 
market-clearing rent for a medium-sized, medium-quality 
apartment may, in a regulated market, have to choose 
between a large, low-quality regulated unit anda small, 
high-quality unregulated one. 

No.data for Ontario was found to support the above 
argument. However, in a study on rent regulation in New 
MOmneclty, Dew Salvo (19 /iyestatesu char: 

Tenants of controlled housing consume neither 

substantially more nor ‘substantially. Jess 

housing than similar ,~familiessin) uncontrolled 
housings, the principal difference ws that 
controlled tenants pay considerably less than 


the market value for the housing they consume. 
(p.K227 ) 


25 


2.8 Regulated Tenancies and Other Housing 


Achtenberg (1973), <Arnott (1981) vand .Blatt (1982) 
believe that redistribution may take place between 
tenants of regulated units and other housing consumers. 
Homeowners, in particular, may be affected by changes in 
housing demand and property taxes. 

Arnott and Blatt, in discussing the case where 
there is excess demand for regulated units, outline the 


following possibilities: 


Lite Excess demand may spill over into the owner- 
occupied housing market and thus drive up the 
prices of homes. This would represent a gain for 
existing homeowners through increased property 
values. 

De Similarly, reduced investment in rental construc- 
tion may result in rental shortages forcing tenants 
into the ownership market. 

3 Tenants may use savings gained through reduced 
rents, to make down payments on homes. 

Ai; Alternately, some households will stay in the 


rental market for a longer period due to the lower 


rents. 


Because these factors tend.to be offsetting the 
overall effect is uncertain. Nor were any empirical 
studies found which attempted to measure these effects. 
Blatt staves. 

In reality, there are so many other factors 


entering these equations that a whole study 
could pe devoted to the purchase decision. 


96 


eome Of these factors are: the change in 

demographics, the increasing number of two- 

Garner households; the rase in interest) rates 

and the expectations regarding continuing 

Benant PrOCeCL 1ONas sULOOe y Te 30.) 

ONEALLO=MOMAH Siiggests two possible caused for 
rnereased property, taxes on homes, and. commercial 
properties. Ontario-MOMAH (1981) maintains that in 


jurisdictions other) than sOntario,, tax acollections, from 


rental buildings have fallen either because: 


i Assessments of property value are based on market 
values which are reduced by rent regulation; or 

25 Assessments are based on physical condition which 
has deteriorated as landlords cut back on mainte- 


nance expenditures. 


Other things being equal, if the government wants 
to collect the same total property tax revenue, it would 
be necessary to raise the overall tax rate in the event 
of reduced ‘rental property values. This tax base 
shifting would partially offset landlord losses at the 
expense of other housing consumers as well as possibly 
affecting commercial and industrial property tax rates. 

However, Ontario-MOMAH argues that it is unlikely 
that such a shifting of the tax base has occurred, to. any 
Great extent insOntario.s «ne Ministrvenotesa that atic 
Province does not employ a full market value assessment 
evetem in most. areas and. that, serious iphyvsica lL deterio- 
ration nas not occurred: Furthermore, the Ministry 
Mainteine that rental property. 1s soenerallv jover— 


assessed relative to ownership property. 


oF 


Ontario-MOMAH also presents estimates of property 
tax Losseés-of soe mi el ton cor 19c0.. “The Minrstry does 
not attribute these losses (at the municipal level) to 
tax shivftind, OuUL Cother, sto Lne total stock of Tencar 
HOUSTHNG Which ts tmougne to be. 40,000 units Less than 
whatiere wouwd awe "Deen. Dn. ohne absence sof rems 
regulation. 

Eckert (1963) and’ Sterniieb and Hughes (1979), on 
studying various American jurisdictions, found evidence 
to suggest that tax-burden shifting had occurred under 
rent regulation.(12) Gilderbloom (1983), however, found 


no evidence of tax-burden shifting in New Jersey. 
eo se) I CC OGES 


Smith and Tomlinson (1981) and Ontario-MOMAH (1982) 
provide estimates of the public costs of rent regulation 
in Omtvar 10. These costs consist of lost government 
revenue (tax losses -- capital gains and property taxes) 
and administration expenses as well] as the operation 
costs of any programs introduced to stimulate the supply 
Of rental” housing. 

Smith and Tomlinson estimated that the cost of rent 
requlatron wn Ontario in, terms “of Lost revenue to the 
three levels of government was in the order of $175 
Milkvon anos. “Included in this estimate were tax 
concessions under the federal government program (MURB), 
reduced provincial and municipal tax revenues due to the 
reduced Value sang, 1ncome, of rental buildings, lost 
municipal tax revenue due to reduced rental construc- 


Evo nh? ost -lrevcimee due" Co ruremployment’ “in. the 
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construction. industry,.and the.cost. of administering the 
rene regu lation program.» @nevy have w;wstimatedeatmat i£ 
revtereGulatton COnEInueS, sthe annua let awekous and 
government cost in Ontario wil Lseise to $450 million by 
19355 

Ontario-MOMAH, while agreeing with the basic 
assignment of costs by Smith and Tomlinson, provide an 
overalli> estimate 1of,'599.9 mil bion-fomnal buthree vevels 
of government in 1980. 

These cost estimates calculated for rent regulation 
suggest that rent regulation may have a far greater 
impact on government budgets than the direct expendi- 
tures for the Residential Tenancy Commission (the direct 
costs of administering the rent regulation program was 


about. S/7.4 million €or 1984-1985). 


2.10 Summary 


ire “principal econclus tons “as settrinureds to “tine 


various studies include: 


ive Rent review by definition does not produce a result 
that provides, equal benefit ,or costs to Ehose of 
similar incomes regardless of their tenure choice 
or choice of investment. The standard criteria of 
horizontal” equity ‘Is, therefore necessarily 
violated by such a program considered Dy 1tse be. 
(Ontario-MOMAH, 1983, p. 130) 

Zs The principal reason that, the horizontal: ‘equity 


criterion is not met, is because benefits are 


a9 


assigned by rental units rather than by household 
income and composition. (Achtenberg, 1973) 

Rent review is vertically equitable but only toa 
modest degrees wach Latte (.C1982))) and-mMaroneaand 


Cul Iangworth W193 3)),) 


Me edrstripubiverterPrectoe.or renie regulation: wai 


Ontario are summed up by Ontario-MOMAH (1982): 


at ADOC iene 2 FOL hOUSShOLAIS@ewiltm Low, 
and moderate incomes benefit from the program, 
while a smaller per cent of higher income 
groups benefit; 

2. Benefits and net transfers are a higher 
share of income for lower income classes; 
SMD OlLt W344 AOL Cne.. cost, in .terms yor crent 
reduction is borne by the top 60 per cent of 
households in term of income distribution. 

4. Over one-half of the total benefit goes to 
the two richest ‘household groups [which make 
up about 48 per cent of renter households]; 

5. Among renters the average benefit tends to 
increase with income; 

6. The cost of the redistribution is borne by 
a small proportion of the population implying 
substantial costs for landlords and no direct 
cost to other people with equal income levels. 
Gaal) 


Several papers indicate areas where additional 


statistics and further research may help to better 


assess the distributive effects of rent regulation. 


Recording to Miron ana Cullingworth (1983): 


1 


ae 


There is a need for more complete data concerning 
band hordss including, the .egree,of .foreign and 
corporate ownership. 

A better empirical understanding of indirect 
effects such as building maintenance reduction 


would be useful. 


Slack and Amborski (1984) suggest the following: 
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Further research into the existence and nature of 
imperfections in, the rental market including 
estimates for regional markets. 

Measurements of the extent and nature of non-price 
rationing. 

Better estimates of supply responses to changes in 
demand and the resultant impact on rental Srares. 
Setting the effects of rent regulation within the 


broader context of Other housing programs and 


income security programs. 


POs 


Notes to Section 2 


(1) 


5) 


(4) 


(7) 


(2) 


(10) 


finde) 


A considerable amount of literature exists on this 
LoOpics Sees fortexamp Ley ibBehne CLOS. i sboe 4 
discussion of the trade-offs between efficiency and 
equaitiy. Stambuny, 6¢198 4. )) Sprovicdes Lent he © 
discussion and references. 


Objectives of rent regulations are described 
throughout the review. These may include improving 
security of tenure by limiting economic evictions 
and curtailing excessive rent increases. 


Blatt's estimate of 7.5 per cent is based on a 
formula which incorporates low vacancy rates. See 
(Bd at tio 8 25 818.) 


Smith and Tomlinson (1981) compare CMHC statistics 
for 1 bedroom apartments in the City of Toronto to 
the Consumer Price Index. 


One per cent was chosen for illustrative purposes. 
The authors note that they could just as well have 
chosen Stor LOiper cents 


The wise wm mncomearo indi catei tabi lity htoapay- for 
housing) is’ out] ined) im? Section (3% 


The loss in capital value results because the 
present value of a rental property is the appro- 
priately discounted future stream of income minus 
the salvage value of the property. This loss may 
be realized upon sale of the property. 


Under Ontario's present rent regulation system, 
landlords tare allowed to claim the cost of hiring 
rent review experts aS an operating expense. See 
Rent Review Guidelines, by The Residential Tenancy 
Commission. 


The number of applications for rent increases above 
Ontario's 6 per icent limit rose dramatically in. the 
early 1980s when inflation was at historically high 
levels. See the Annual Reports of The Residential 
Tenancy Commission for details. 


If regulated units are in short supply, groups most 
affected might include, newly formed households and 
thus younger tenants, immigrants and those who were 
forced to move because of changes in employment, 
family size or affordability. 


Higher rents in the unregulated sector may occur if 
developers or landlords of new, exempt buildings 
believe that rent regulation may be extended to 
Govier Ihhe,exenpt sector. Thus, a risk premium is 
demanded in the form of higher rents. 

Two) recentistudies;examining»thisi aspect (Fallis 
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and Smith, 1984a; 


1984b) are reviewed in Section 1 
(foubseotion +l. 25h) 2 


(12) A discussion of the empirical difficulties linked 


bolenese Istudiesyi's outrrned* in “Barr (1983) and 
Weitzman (1983). 


MOs3 


References to Section 2 


Achtenberg, Emily Paradise. 1973. "The Social Utility of 
Rent Control." In Housing Urban America, edited by 
Jon Pynoos, Robert Schafer and Chester Hartman, 
434-447. Chicago: Aldine Publishing Company. 


Arnott, Richard. Losi Rent (Control .and' Options for 


Decontrol’ in vOntario.. ‘Richard’ Arnott® with ‘the 
assistance of Nigel Johnston. Policy Study Series. 
Toronto: Ontario Economic Council. 


Barr, Kenneth K. 1983. "Measuring the Impact of Rent 
Controls on the Property Tax Base: An Introduction 
to the Political-Economic Relationship." Paper 
presented at the Colloquium on Rent Controls and 
ther Property [ax,, oincoln Institute of Land Policy, 
Cambridge, Massachusetts, April 13-14, 1983. 


Behn, RObDere De AIST oe Polircy Analysis and Policy 
Polities. | “Policy vAnalvysis. (Spring): 199-226. 


Blatt, Rena. 1982. Who Benefits From and Who Pays For 


Rent Review. Toronto: Ontario Ministry of 
Municipal Affairs and Housing, Corporate Planning 
and Evaluation Branch. 


British Columbia. Interdepartmental Study Team on Housing 
and Rents. 1975. Housing and Rent Control in British 
Columbia [Jaffary Report]. Vancouver, B.C.: Inter- 
departmental Study Team on Housing and Rents. 


Cheung; \Steveni’N. Ss 197975. "Roofs or Stars: The Stated 
Pmtents wand Actual Eftects of a Rents \Ordinance<” 


PCOnoMrer nog trvyol starch) s* l—21r. 


Clark ew ibitanrens (Va and Heskiiy, Al lar’ D. “1982."" The 
Impact of Rent Control on Tenure Discounts and 


Residential Mobility." Land Economics 
Soe GPebriany) + 109-117. 


Clayton Research Associates Ltd. 1984. Rent Regulation 
and Rental Market Problems. Research Study, no. 10. 
Toronto: Commission of Inquiry into Residential 
Tenancies. 


ECUPLiIngworth, WJonnwearry,: ed.” 19'79!.”- ksisays’ on Housing 
Policy: Ther British Scenes” London? George* Allen and 


Unwin 


posh, erent eCOontrot wand “Redistribution. A Report [to 
the Ontario Ministry of Housing. Toronto: Centre 
for Urban and Community Studies, University of 
TFOCOntoO. 


104 


DeSalvo, Joseph S. 1971. "Reforming Rent Control in 
New York City: Analysis of Housing Expenditures and 


Market Rentals." Papers of the Regional Science 
Association 27:195-227. 


- 1975. ~Benefits—and.Gost-s—ot=New-York City's 
Middle-Income Housing Program." Journal of 


Political ECOnonys33 3791-805" 


Boke yet OSSD Nenl SOs emi CCUS TOL Rene, COnLLOLs 
on Assessment Practices, and Income Adjustment 
Mechanisms for Rental Housing in Brookline, Mass." 
Paper presented "atsthe Colloquium"on Rent Controls 
and the Property Tax, Lincoln Institute of band 
Policy, Cambridge, Massachusetts, April 13-14, 1983. 


Fallis, George. 1980. Housing Programs ‘and Income Dis- 
EribuUtionFin*Ontarroe Onvar ro ‘economic Council 


Reseancne-oLuUdioS enO.eskGemlLOLONLOY PUD lI Shea Lor 
theFontarr1G*Economic ‘Council byUnhV.ersity~ot 
Toronto Press. 


s 4193'D.. Housing Policy "fort sthe S193 Us Ori tar1o 
Economic Council Discussion Paper Series. 
TOrTOntEOs Ontario Economic Counc. 


. 1984. Possible Rationales for Rent Requlation. 
Rescarch Studype morse "Toronto: *Comnrssi1 on ‘or 
Inquiry into Residential Tenancies. 


Fallis, George, and Smith, Lawrence. 1984a. "Uncontrolled 
Prices“in'a Controlled Market?" The @asevof Rent 
Control." American Economic Review 74(March): 193- 
26.0% 


2009845. CMRent Controls "with Exemptions’: Ottawa, 
Canada Mortgage and Housing Corporation. 
(Mimeographed). 


Frankena, Mark. 1975. "Alternative Models of Rent 
Control?" Urbar Studies 212.035). 3032308. 


Gilderbioom, * John’ Ingram’ 1978s" The wimpact ror Moderate 
Rent Control in the United States: A Review and 
Grierque ot "le x1sting turterature. sacramenlo: 
California Department of Housing and Community 
Development. 


hEISIS""Redistributive Mmpacts *of~Rent™Controk”’ in 
New Jersey." Paper presented at the Colloquium on 
Rent "Controls “and "the Property"Tax, “Lincoln 
Institute of Land Policy, Cambridge, Massachusetts, 
Apatilmis=14; 98s. 


Goldberg, "Michael SA. -1983°0The Housing Problem: A Rea 1 


Crisis? Vancouver, British Columbia: University of 
Britven Columbia '*Press: 


FO5 


Heung, Raymond H. 1976. The Do's and Don'ts of Housing 


Policy: The Case of British Columbia. Vancouver, 
British Columbia: The’ Fraser,iInstatute. 


Hulchanski, J. David. 1984. Market Imperfections and the 


Role of Rent Regulation in the Residential Rental 
Market. Research Study, no. 6. Toronto: Commission 


of Inquiry into Residential Tenancies. 


Jones, Lawrence D. 1983. The State of the Rental Housing 


Market: Implications for CMHC and Federal 


Government Housing Policy in the 1980's. Ottawa: 
Central ‘Mortgage and Housing Corporation. 


Kriegsfeld, Irving M. 1975. "The Cost of Meeting Rent 


Control Requirements." Journal of Property 
Management 40:2(March-April): 68-70. 


Lett, Monica R. .1976. Rent Control: Concepts, 


Realities and Mechanisms. New Brunswick, New 
Jersey: Center for Urban Policy Research, Rutgers 
University. 


~ M97 6a.) ~RenteControl: Ther Potential ton 
Equity." American Real Estate and Urban Economics 
Association! gvgournale 444s (57-8 ly 


Loikkanen, _Heikki—A. 1983. "Discrimination and.Bribes 
Under Rent Control." Paper presented at the 
Colloquium on Rent Control: Its Relationship to 
themPropertye Tax;.Bincoln, Instabuter afeland 
Policy, Cambridge, Massachusetts, November 9-10, 
1983. 


Mann, Bruce D., and Veseth, Michael. 1983. "Moderate 
Rent Controls: A Microeconomic and Public Choice 
Analysis." American Real Estate and Urban Economics 
AssociaLriony Journal) 1413) 333 +343; 


Marcuse, Peter. 1978. The Political Economy of Rent 
Control: Theory and Strategy. Papers in Planning, 
no. 7. New York: Graduate School of Architecture 
and Planning, Columbia University. 


Marks, Denton. 1984. "The Effect of Rent Controls on 
the Price of Rental Housing: An Hedonic Approach." 
Land Economics 60(1): 81-94. 


Mixconp IORDARWiILISta. iy ThesAf Lordabilaty: :ofrRenbal 
Housing in Ontario: Empirical Findings." Prepared 
for,the Ontario. Ministry ofiaMunicipad «<Affainseand 
Housing. (Mimeographed.) 


- 1981b. The Redistributive Impacts of Rent 
Review: Empirical Findings. A final report 


submitted to the Policy and Program Development 
Secretariat of the Ontarlio.Ministry; of Housing. 
Toronto: Centre for Urban and Community Studies, 
University of Toronto. 


106 


Miron, John R., and Cullingworth, John Barry. 1983. 
Rent Control: Impacts on Income Distribution, 
Affordability, and Security of Tenure. Toronto: 


Centre for Urban and Community Studies, University 
Of Toronto. 


Moorhouse, John C. 1972. "Optimal Housing Maintenance 


Under Rent Control." Southern Economic Journal 
39(1): 93-106. 


Olsen, Edgar O. 1972. "An Econometric Analysis of Rent 
COnVUCrON. JSOuUrna con volt heal Economy 
80 (November-December): 1081-1100. 


Ontario. Ministry of Consumer and Commercial Relations. 
I978.<RoOlicy Options,for Continuing Tenant 
Protection [the Green Paper]. Toronto: Ministry 
of Consumer and Commercial Relations. 


splLiniustry of wMunicppa.liAtiairs: and,Housing. 1.9.82. 


The Impact of Rent Review on Rental Housing in 


Ontario: aA wtaff-Research Report., .Toronte: 
Ministry of Municipal Affairs and Housing. 


~eReSidentlal yTenancy Commission. Interpretation 
Guidelines. Toronto: Residential Tenancy 
Commission, updated regularly. 


Teo -71 9 On. TRepOrtemtOrtne Minister. (Annual 
Report]. Toronto: Residential Tenancy Commission. 


Slackpeinicd.,«. and Amborski,~ David. P.1lgsa. ekhe 
Distributive Impact of Rent Regulation. Research 
Study:7 eno wplt3.i Floronto:. ConmissAoOnpofeilaquiryrinteo 
Residential Tenancies. 





Snttimneelawrence By 1977.0Anatomy: Of ‘arCrisis: Canadian 
Housing Polucywsin the, Seventies..F maser) Institute 
Housing. Studies, cio. 3S.) Vancouver, British 
Columbia: The Fraser Institute. 


Polo e83. The Crisis, im Rental Housing SA Cansdlan 
Perspective." Annals of the American Academy of 
Political and Social Science 465(January): 538-75. 


Smithy « bawrence: iB.,!/ and Tomlkinson, h Peter. 21951 % sZRenk 
Gontrol.s.an Ontario: Roots or ceilings > Journal 
of American Real Estate and Urban Economics 
Association 9:2(Summer)2) 93—)14. 


Stenbury,.William TT. 1984. “The Normative Wases; of" Rent 
Regulation. BackgroundsPaper;,, Vol. ly) for the 
testimony of W. T. Stanbury. Toronto, Commission of 
Inquiry into Residential Tenancies, September 1984. 


Stomvaneb «George, et al. A975 he Realities of; Rent 
Control in the Greater Boston Area. New 
Brunswick, New Jersey: Center for Urban Policy 
Research, Rutgers University. 


107 


Sternlieb, George, and Hughes, James W. 1979. "Rent 
Control's Impact on the Community Tax Base." The 


Appraisal Journal (July): 381-394. 


Weitzman, Phillip. 1983. "Rent Controls and the 
Community Tax Base: A Critique of the Empirical 
Literature." Paper presented at the Colloquium on 
Rent Control: [ts Relationship to. ithe Property 
LlaxX,-LAncoLrn4InseLtute of Land Po.licy,, Cambradge, 
Massachusetts, November 9-10, 1983. 


108 


SECTION 3: RENTAL HOUSING AFFORDABILITY 


Sale Sonerocuction 


Mo Sresuletiin hHousimgq=policy 1s more Darel ing 
Chan ftirat. of Sattor dana list ye ee titers Ga) 
between effective demand and need. Dated 
culties "ar itset both * with *concepts) iand® with 
Gaeays oe CUMDINGwWOorthiil OS; "pe 2 20s 
TheVobiyectiveiiofithisesectitomtis tot provide, a 
comprehensive but by no means exhaustive, summary of the 
aneanvels Or Nnousimng aerordab) lity. cle sbeqins wa thea 
brief Canadian historical outline citing several early 
Source sisfoundrams la) studyhibyem@he Canadian Council on 
Social Development (1977). The main body of the review 
concentrates on recent empirical findings that address 
the issue of rental affordability in Canada, particular- 
ly Ontario: 
The data are organized by issue and method of 
analysis with critical comments found in the literature 
so the reader can evaluate or select studies that may be 


of interest. A summary table of affordability estimates 


is provided in Appendix 3A for easy comparison. 


282) wiasitoricall*Perspective 


In Canada the lack of affordable housing has been a 
longstanding concern. As early as 1919, it was observed 
Ehatesescne Nigh price of building Vand and -sbugtding 
material have made it impossible for the worker -to 
provide himself with a home, and some means should be 
adopted, with as little delay as possible, to remedy 


this defect" (Justice Mathers, 1919, p. 13). 


EO? 


In 1935, the availability of affordable housing was 
again observed to be a problem. A Special Parliamentary 
Committee on Housing urged that "the information, 
institution and pursuit of a policy of adequate housing 
should be accepted as a social PeChoneine Tt tas (Advisory 
Committee on Reconstruction, Housing and Community 
Planning, ul9445. pe.349 5 The Committee concluded that 
"there is no apparent prospect of the low-rental housing 
need being met through unaided private enterprise 
BUCO NOmh Om Oho ty, Chord.) Ds Sa}. 

inv ivemVverolcat Mosaic “19605), Porter states that 
the post-war federal government decided that family 
allowances and home-ownership loans constituted a 
Steve anLer vous tng program. BY LoOcwiud ingest amaaay 
allowances, the government appeared to recognize the 
possibility that affordability problems could be, 27 
part, due to income deficiencies rather than a shortage 
of available, adequate housing. This argument is 
raised in several papers. At this point, it may suffice 


to note that any program that attempts to alleviate 


overall hardship will also reduce housing affordability 
problems. Welfare and unemployment benefits are two 
such programs. 

Recondlngn:OlPatwerson (L977), housing policy in 
the 1950s was primarily concerned with assisting home 
ownership, while assistance to the low income tenant 
household was the major concern of the 1960s. The year 
1964 was a ‘water-shed' because it was then that the 
National Housing Act was amended to enable the Central 


Mortgage and Housing Corporation (CMHC)(1) to lend money 


EO 


to provineral and municipal housing agencies, Those 
bodies, in turn, used the allotted funds to construct or 


acqurtrcer memc-GQeared=to=income housing and public 


housing: 


Pamery as a resul € Of these Least at ive 
changes, combined with the "war on poverty" 
Prtt1ated by iPrime Minister Pearson and ea 
desire on” the part of the provinces to invest 
in owned residential real estate, national 
DOWMst noe Poll Cy foe came= ariunom te: (Ot als ity 
orientated towards providing mortgages for 
SOCTa enous INGs | (1077/4) “pet 294) 


Smith (1983) comments that by the end of the 1960s 
Canada was extremely well housed: 

Canada rankead first’ in the western, world in 

terme ofenimbers of. rooms. .peredwveileLang was 

Rredwror first with the United stares: Sor 

lowest occupancy and crowding densities and 


was second to the United States in the pro- 
Wc rons Of, DaSIomeacT li hies. (ie oc) 


While housing quality continued to improve during 
thes Lov 0s, increased financing “and -constructron costs, 
among = other things, Vbegqan ‘to ‘force down residentral 
Starts across Nortm America. “Smith comments that’ "1 t 
was clear to some observers that a 'cost-expense-rent 
Squeeze’ was looming and that a sharp reduction’ in 
private multiple rental starts was likely unless rents 
werevito risesubstantially” “(p.' 3). 

Inslo73seethe*hHonourabve Ronald Basford, then ehe 
federal minister responsible for housing affirmed that: 

It is the fundamental right of every Canadian 

to have access to good housing at a price he 

can afford. Housing is not simply an economic 


conmodL.ty that “can “be “bovugmerand™ sotd 
according to the vagaries of the market, but a 


it 


social right. (House of Commons, Debates, 

LOT Sp Deree or) 

By 1980, combined federal and provincial annual 
expenditures on assisted rental housing ran about 250 
million dollars.(2) 

Despite such statements and fiscal commitments, 
several empirical studies have observed continuing 
affordability problems in the rental sector. Most 
authors would agreeigehatitthere tarengduinf ficult i ese 
however, the incidence and degree of hardship vary with 
both time and place as well as with the data and method 


of analysis. 
3.35) yl cadtoLonal sundicators.of Housing. Problems 


Burke et al. (1981) and Cullingworth (1980) state 
that there have traditionally been three measures of 
housing need: Physical inadequacy, crowding and 
excessive shelter-to-income ratios. The authors contend 
that each indicator considered by itself has several 
weaknesses, which are outlined below. 

DLheicapabaulity,of.suchiiadicators4tocd Pstanguash 
between. affordability. problems. which resu'ltsétrom 
insufficient income and those related to the lack of 
adequate, reasonably priced housing is noted throughout 


the discuss soniand ssummarnizedcsinsasubsect ionr 3e6; 
3.3.1 Physical Inadequacy 


Physical inadequacy pertains to the structural 


condition of housing: 


These Standards have usually been derived from 
considerations such as unsafe or unsanitary 
dwellings, including the presence of adequate 
plumbing, heating and other basic facilities. 
CBurke wyl).8d , op.-5.) 
Using Statistics Canada's Household Income, Facilities 
and Equipment Survey (HIFE),(3) the Bureau of Municipal 
Research ;¢!977,) founds thatainvi972 abowt Byperecant of 
Metro forento's -housing stock Lacked basic facidbities. 


Citing the HIFE data Steele and Miron (1984) say 


that: 


For 1976 in Ontario the estimated incidence of 

no running water among poor and near-poor 

households is 13 per cent in rural areas as 

against less than 1 per cent in large areas 
where it is illegal; and the incidence of no 

Centraleheatingels, 26) persecentcumuunpaigareas, 

as against under 2 per cent in large urban 

gee aS saps A355) 

Rhe .Ontario. Mingistny Goffe Muntcapea YOALt alr corand 
Housing .(Ontario=MOMAH, £1982:)\sreportsiithats inglg979) 99.6 
per cent of Ontario's dwellings had running water, 99.3 
per centa~had).aybath»orushower,.99.beperkeeanc, hacen 
toi Lets ¢and,99.6, pen cent had srefrigeration.{4) 

CMHC (1983) observed that the nation-wide incidence 
of physically inadequate rental dwellings declined from 
1.9 Dem cent iin Lome. toile pex centainael! 980. 

Gud.Vinowomt hy C1 9.80,) scone ude sp timate Canaidia ap 
houstwidtiisagenera lly, of abigh,~quedlity,, andeaube 
traditional measures, of inadequacy (largely -«related) “to 


plumbinotmand heating))are ano:skongers tsensitave (D. 
ey 
Housing surveys provide another way to estimate 


physical inadequacy by attempting to measure directly 
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the number of rental units which are in poor condition. 
CMHC's Survey of Housing Units estimated the incidence 
of poor "qual Trey hous ing ttor nine Nontario tcwiies. 
Kitchener had the lowest incidence of rental housing in 
poor; CondwEion at 4. per cane! Sudbury had the most at 
ba pee eeme. For Toronto the estimate was 5 per 
cent. (9) 

The 1981 Census also provides figures on dwelling 
conditions by asking tenants whether their buildings 
needed regular maintenance, minor or major repairs. 
About 7 per cent of Ontario's tenant households reported 
that major repairs were needed -- another 17 per cent 
believed that minor repairs were necessary. However, 
the incidence of needed repairs did not bear a signifi- 
cant relationship to monthly rents and varied little 
among the province's major cities. 

Housing researchers encounter several limitations 
in using these estimates of the number of physically 


inadequate dwellings: 


le Most surveys do not collect data pertaining to the 
quality of housing. For example, although the 1974 
Survey of Housing Units gathered information on the 
SxtervorsOotedwelwnings, Vo did notvask (apart trom 
plumbing) a00ut, ImMverror iconditions. 

Cle DEUPLertent, survevs use different’ criteria and 
assessment techniques. 

3 Some households may be able to afford adequate 
houcino bile preter sto live a inadequate housing 


for various reasons. 
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4. Definitions of adequacy may be at variance with the 


attitudes of some people. 


Cullingworth (1980) comments that the difficulty in 
choosing what is adequate is empirical rather than 
conceptual. He adds that the relevant housing standard 
to take is that which is appropriate with respect to 
Dotnm time tand pl ace.” "Burke etal. * (19s 1)" srateurnaty 
historical ly; **the=yudgement, as "to what “constitutes 
adequate housing has risen in response to greater per 
capita incomes and consumer expectations. 

Marks (1984) believes that: 

Quality of housing, broadly defined, is at the 

hear t"ofethe’ rssue or affordability despite 

ehne= Tendency ~Coethink” of "abr oreab Tent y eas 

dependent on a household's income (or wealth) 

anaechus 1 ts abe ty CO Day LOT MOUSsinG Oral ine 
production costs for Housing. “An assessment 

Oreucne -aftfvor@ap lity of Nousta qa lways 

assumes, at least theoretically, that only 

housing of some minimum quality is allowable. 

Ge ee) 


Affordability measures which incorporate estimates 


of quality are outlined in subsection 3.4. 
BeBe 2? “Crowding 


Several studies define crowding, for measurement 
purposes; as more than one person per room.(6) Burke et 
Sige 8Sd.) estimate that. 4iper cent.onm urban Canedran 
households lived in overcrowded conditions in 1974. 
CMHCore1lOs 3s)! foltind that +amongo™ tenant” rouseholds, 
crowding, like physical inadequacy, declined between 


NO7G Snaenesd from 3.4 %percent to l9*per cent. 


The census provides somewhat higher figures for 
1981 -- between 2 and 3 per cent, of the province's 
tenant households reported having more than one person 
per major room. However, it was found that,.-tenant 
households earning between $20,000-$25,000 had the 
highest incidence of crowding -- those earning between 
$5,000-$10,000 the lowest.(7) 

Ass with the. physiicadsrnadequecy.rindbeaton;) | phe 
CLOwOTNOy wt Dal Caton byavktisel fi) suttensnafvomyseverad 


Limttat Lons: 


Ue The figures do not distinguish between those who 
Voluntabiny choose toi ii verin crowded conditions 
‘and those who do so for economic reasons. 

2% Definitions of crowding may not conform to indivi- 


dual family perceptions. 


Some possible reasons, other than increased 
atfordabijgsity, saxreajsudgqgested,, for, the areduction« aim 


crowding and inadequacy: 


i Greater desire for privacy. People may be willing 
bouispend? aychaghypropertion: jo ibheds nt nicome 9on 
housing in order to maintain separate dwellings.(8) 

Ze Zoning by-laws, building codes and health and 


safety standards may impose better standards. 


Marcuse (1978), Marks (1984), and Steele and Miron 
(198-4) vdiscusss the possabality. that qualitysstandards 
may impose hardship on low income households who may 
want Wecs cqualitve atesLowers-pr ices Marcuse, in 


discussing the American housing situation, says: 
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Housing codes and the imposition of standards 
of quality on landlords and builders might be 
viewed as economically redistributive. They 
abe SoOvon ly 1f coupled with rent control ¢ or 
othersehim iitsmons. the ‘pass—-throughsot scost'’s. 
Absent such Limits; higher standards simp iy 
result in higher rents or housing costs; low- 
income families might in fact prefer poorer 
housingaathloweri Gostset1978, parce?) 


Steele and Miron reason that the higher incidence 


where such facilities were not mandatory indicates 
low income households may prefer less '‘quality' 


present building standards dictate:(9) 


There should be serious reconsideration of 
current building codes and housing standards. 
Dn parti cCuskarn,;erthenemistas goods case t for 
varying these standards by neighbourhood, just 


of households who lacked basic facilities in rural areas 


that 


than 


as zoning rules differ by neighbourhood; some - 


Variation May Talsready “exist "because of 
different levels of enforcement. (Steele and 
Mearron snl OS 4, apr 6) 


Cullingworth concludes: 


This transformation of the housing scene might 
be summarized as 'much more and much better 
housangéscrpehistmay) seem tmiatibhudanoust, bute 
there are some aspects (and implications) 
whiensrare both mot, sonobv lous andtralso gop 
Sraici.aa! beim portance. ERLE Sith, 2ene. § hidioine.. 
standards are most costly, and on this account 
alone one could expect that housing expendi- 
tures would rise. (1980, ps6) 


3.3.3 Rent-to-Income Ratios 


The simplest and perhaps most common measure of 


rental affordability is the rent-to-income ratio. 


Rent 


isfdiwidedimy household@ pre-tax imcomel torestinate the 


percentage of income that. is spent om shelter. 


Traditionally, 25 per cent, and more recently 30 
per cent, 'thresholds' (where utilities are included in 
rental payments) have been considered indicative of 
housing need.(10) That is, those paying more than the 
threshold have been classified as suffering hardship. 

In its extensive review of the Canadian housing 
Situation, the Canadian Council on Social Development 
(1977) reports that "Canada may be going backwards in 
making housing *more arfordaple"'(p. 23). Le notes thar 
between 1969 and 1972 the proportion of income spent by 
families on shelter increased for each of the five 
income: brackets... The’ Council’ states ‘that according to 
197] National cereus data, there were over a million 
tenant households spending more than 25 per cent of 
their incomes on housing. Moreover, 62 per cent of 
those with affordability problems spent over 35 per cent 
of therr incomes “on rent. 

Burke et ol, CL9ST YY used the’ 1974° CMHC Survey of 
Housing Units(1l) as a data base, to provide information 
on unsubsidized tenants in metropolitan areas. House- 
holds) with annua) “incomes, bDelow &14500,° as well ac 
households whose annual rents exceeded reported annual 
incomes, were excluded. (12) 

Burke) ectwalb. found that. 28 per cent” Of ‘the Upban 
Canadian tenant households surveyed were over the 25 per 
cent threshold. This figure compared favourably with 
the United States, where “39° per cent of tenant families 
were reported to be in need. in Doth Countries “the 
incidence of hardship was noticeably higher for tenants 


than for homeowners, either with or without mortgages. 
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CMHC (1983) provides more recent estimates. Using 
HIFE data, they estimate that 24 per cent of Canadian 
tenant households were over the 25 per cent threshold in 
1980. This represents a significant drop of more than 
10, perecenttover the’ 197 40f indings? 

However, it is not known how much of this improve- 
ment. canbe attributed to differences in the data bases. 
CMHC observed that tenant households in the 30 per cent 
threshold increased between 1976 and 1980, suggesting 
the situation was worsening. In 1980, by the 30 per 
cent criterion, Ontario tenants had a slightly higher 
incidence of affordability problems than the country as 
An WhO Les = — 322.2 per, cent, compared. to. 21.6. persscent. 

Miron and .~Cuaa ipogwor ihe btlo 530 aunde ry Pook wan 
extensive study of the affordability of rental housing 
in Ontzadnto 7, usingstheh DER, detalobase letéA Lehomugm. they 
express doubts about the use of rent-to-income ratios, 
they say that: 

inne one adopts the 25 per cent threshold, the 

number of problem households in Ontario is 


substantial. In 1978, there were about 242,000 
problem households: roughly the total number 


Of Nouseholds “In thesCity Of Toronto s..) e500ut 

one in every three renter households in 

Ontario is spending in excess of 25 per cent 

of-theirevineomeson brent. cpl 69) 

Theo authors also caleulates a) Measure, of the 
magnitudesof the) rentad), housing’ probikems . Theyyestimate 
that a@nel978 in Ontario adoneFahardshipshouseholdsaspent 
S275. misblai ons abowe: ithe 25 piers cemt Olimak? For the 


average problem household, the gap between what was 


spent and the 25 per cent threshold-amounted™ to $100 a 


Ly 


month out of a typical problem household's monthly 
income of $560. Thus, the average problem household was 
estimated to be spending approximately 43 per cent of 
its income on rent. 

Miron and Cullingworth note that the incidence of 
affordability problems fell after the introduction of 
rentiupregulabions (ise. e4b976=—197 842 They reason that 
"while there may be other explanations for this change, 
it is consistent with the arguments that rent review has 
benefitted problem households" (p. 107). 

However, the 1978 HIFE survey reclassified house- 
howdsibhatkere ced ywediasupporcit from tMine..a taovesssas 
subsidized: 

Indeed, if one assumed that the incidence of 

problems was higher among those receiving 

assistance from relatives or if the average 

size of their problem was higher than assumed 

here, the 1978 figures could have shown a 

Chearnivincrease@gimt the’ affordabifity° gap: 

(Onterrvo-MOMAH,) 1982, p. 117) 

In studying the need for rental housing in the City 
of Toronto, the Bureau of Municipal Research (1977) 
employed a 30 per cent threshold as a criterion of need. 
Using ther CMEC, 9/67) “Apartment, Vacancy. Surveys» iand 
census incomes, the Bureau found that over a quarter of 
the city's tenant households were in need: 

Over 1/4 of tenant households would be pressed 

EoQuimipay sthe Vwaolngimmarket rent. or. even a 

bachelor apartment and over 2/3 could not pay 

the rent for a 3-bedroom unit without spending 


more than 30 per cent of their gross income. 
(eueecuee) 
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Yet, the authors note these figures represent 
General estimates’ and are not. very satigtactory for 
planning purposes as the incidence of need may be over- 
stated. That is because the study did not use 
individual wre NEL yfkewikgs incomes and rents. Rather, their 
estimates are based on averages of grouped data with no 
adjustment for the actual distribution of rents within 
the income groups. 

Ontario-MOMAH (1982a) cites rent-to-income ratios 
from their 1980 Rental Market Survey. Seven metropo- 
litan areas were surveyed on housing costs, incomes and 
hovusenold Characteristics. The Ministry reports that 
approximately one-third of al] respondents were over the 
25 per cent threshold while just under one-fifth were 
over the 30 per cent mark. Considerable variation was 
found among cities. London had the greatest incidence 
ano ewan 1.9 per centr tor tne 25 "ang. 30 "per, cene 
thresholds. Sudbury registered the lowest at 24 and 12 
Der cent respectively: the figures for Metro,Toroneo 
were 31 and 17 per cent. 

The Social Planning Council of Oshawa sand Whitby 
CUO). provides sLurcher »regiona) “comparisons. En 
Durham, a redion to the east of *foronto, tn 1976, 30° per 
cent of tenants were over the 25 per cent threshold and 
11 per cent were above the 40 per cent threshold. This 
Stuuyeausomci ted: 1974 CMHC 25 sneer Jconte threshoud 
estimates for Ottawa (33 per cent), Hamil tons (34eper 
Gentiueangdtrondon (37 per cent). « 1 ne Counc. Is forecac. 
thatein, 1983 and again in 1993) the suncidence of ouihan 


tenants surpassing the 25 per cent threshold would 


higha 


amount to 57° perveéents. | Thathisy abma jority ‘of yoanants 


would be in need. 
Limitations of the Rent-to-Income Ratio 


As previously noted, there are several shortcomings 
associated with the rent-to-income approach. Burke et 
al. (1981) believe that this ratio is a reasonably clear 
measure of financial burden. Nevertheless, they are in 
agreement “wie hi Gu llainowomt biw( 1930 jes as pat ant hues 


indicator's inherent limitations. Some of these are: 


ate Rent-to-income ratios fail to reflect overall 
housing need since they do not take into account 
Gwetreruag: “CONG aeons. Housing services may be 
"underconsumed' in order to lessen housing expendi- 
tures. 

Pikes Estimates include households that voluntarily pay a 
high percentage of their incomes to obtain housing 
services that are above minimum standards. This 
practice is sometimes referred to as ‘voluntary 


overconsumption'. 


However, Miron and Cullingworth found that crude 
indicators of overhousing and underhousing among tenants 
do not appear to be related to the incidence of problem 


households. 


3% Current, rather than permanent, income or wealth is 
not indicative of long-term household budgeting. 
For example, some households may experience 


temporary hardship through illness or unemployment. 
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Young families may spend a considerable share of 
their present income on accommodation, expecting 
their wages to increase and eee lower their 
relative expenditures in the future. On the other 
hand, the elderly may rely on savings which were 
set aside .toscompensate: for income. losses idue.to 
retirement. AS a consequence, rent-to-income 
astimathesaqsmay change oveme. times. becauses of 
demographic trends which are erroneously attributed 
to changes in affordability.'1!3) 

4. Similarly, because rent-to-income ratios are not 
precise, Stegman (1982) reasons that increases in 
these ratios can reflect "the loss of higher-income 
families to the homeownership market, a dispropor- 
tionately high rate of growth in traditionally poor 
SO .GiO.— 2.6. ON OMICE eG BOULD.S » « excleety BSD Sather it sacs lees ret 


infelarion,,.OG) Combinations of the above" wlps. y5.6,). 


Bon Canada, Smiehk (293 3>)) bel teres Fehate ctite 
increase in the rent-to-income ratio is likely to be 
simply a reflection of the decline in tenant incomes 
associated with the falling average age of tenants and 
shift of higher income tenants to homeownership" (p. 
23), 

According ,»tonMairon 6019.84) sche sharp; inckease im 
people living alone implies an increase in the typical 
ratio of shelter expense to income as one-person house- 
holds commonly have lower incomes than multi-person 
househo-wdse have: buticthehy shedljbenaexpenses are not 


proportionately smaller. A countering factor Glted, by 
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Miron (1984) and Patterson (1977) has been the increase 


in multiple earner households. 


ors Rent-~to-income thresholds are arbitrary in that 
they are based on the researcher's judgement as to 
which ratios indicate need. Further, different 
household compositions (by age, size) and locations 
may require different thresholds: 
Should the same ratio be used for all house- 
holds? Shouldatne ratio vary for different 
income groups? Should different households 
have different ratios? For example, should 
singles be allotted a higher ratio than large 
families? CMarrcony = £984," %. 7.5.84) 
Miron concludes that these are normative questions and 
no simple answer presents itself. EStumating "rent—to- 
income ratios which vary with all relevant household 
characteristics would be a considerable task and perhaps 
beyond the scope of most currently available data. 
Rent-to-income ratios which vary with household size are 


discusséesdzimn= subsection. 3.4.1. 


3.4 Alternative Measurement Approaches 


Burkevet, al.’ (198). (Cul bingworth! (1980), Mars 
(GOS 4) Vand Maron and Steete /(1984)) all d¥esattset ea 
with the application of shelter ratios, ‘provide°more 
refined methods of estimating affordability problems. 
Burke wVetaealeowand .Cullingworth belfeve that the 
tradi tiona tana tcatorsce—— ‘shelter ratios, crowding) and 
physical adequacy -- by themselves, offer poor estimates 


of housing hardship. Still, they note that any measure 


of affordability must take into account some concept of 


shelter adequacy as well as rents and incomes. 
3.4.1 Rent-to-Income Scales 


One suggested way to improve on the rent-to-income 
indicator is to vary the ratio with household size and 
income. CMHC employs such a scale in determining rents 
for geared-to-income housing. Ratios range from 17.5 to 
25 per cent, depending on household size and income.(14) 

Steele and Miron (1984) provide estimates using 
ratios scaled to household size ranging from 40 per cent 
Lor,oney person households to 20° perircentefoniifivecor 
more person households. They also employ the 1982 
Statistics Canada low income cut-off to refine the HIFE 
data.(15) For those earning less than twice the cut-off 
they found that fewer Ontario tenant households had 
affordabi lity problemssin 2982) than ansi976>=—-tdecl ining 
Lromyto2,000,,househo 1] ds) eto: 122 ,0007 househol dso for Large 
urban ~Acenters:) For "smaldernhurbanYcenters: andeirural 
areas affordability problems increased slightly. 

Fallis (1984) and Marks (1984) provide further ways 


in which rent-to-income ratios might be scaled: 


ie: The 25 per cent rule should be tied to the relative 
price’ of housing.{16) If the relative price of 
housing falls the ratio should also fall. 

Dee, Rent-to-income ratios should be scaled by location 
imeorder to reflect different trade-offs between 
housing consumption and commuting costs. 


aS Ratios should be scaled by households' age 
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composition to reflect different needs and life 


cycle patterns of spending and saving. ‘17? 


3.4.2 The Core Need Approach 


An alternate affordability measure to the rent-to- 
income ratio is the core need approach. Burke et al. 
(1981) determine core need by combining the three 
traditional indicators in a two-step process so as to 
identify genuinely needy households. Such households 
are either those who live in physically inadequate or 
over-crowded dwellings because of insufficient income or 
those who spend more than 25 per cent of their income in 
order to maintain minimally acceptable housing. 

The first step is to estimate the number of house- 
holds currently experiencing housing problems according 
towthe /25epervicenit srent-to-incomewratio.’ Theo secona 
step is to eliminate those who do so voluntarily. This 
is done by calculating average rents for standard 
(adequate) units. Those who can afford standard housing 
without sqoing’ over*éhe r25 per cent Vb imit*are-’ de Peted 
from the estimates. Third, those who spend Jess than 25 
per cent, but do so only by living in inadequate housing 
are added to the count. This approach tends to reduce 
the incidence of need by 10 to 20 per cent. 

Burke et al., employing the 1974 Survey of Housing 
Units,-estimate that, nationally, 24 per cent of urban 
tenant households had core need problems. This is a 14 
per cent reduction in the incidence of hardship compared 


to the 25 per cent rent-to-income calculation: 
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Traditional, measures. .tend .to-sportray the 
magnitude of housing problems inaccurately. 
The core need measure is more precise: and 
shows that even though real housing need may 
bepethower than  »previousdlyest houghit peithe 
magnitude of need is still large enough to be 
Ghenajon «concern... )(Bubke set, ad.,, L9S8lie ps. 200) 


Marks (1984) notes that: 


While this approach does use the 25 per cent 

Gul Gy, ditegacknowhedgesmithtat probhems? o€t 

affordability can result either from having to 

spend too much for adequate housing or from 
having too little housing when the household 
spends a reasonable proportion of income -- 
essential lyrtwo sidestofs theisame question, 

(semis) 

CMHC continues to employ the core need approach but 
it uses the 30 per cent threshold for most estimates, 
making; comparisons withsthe estimates of Burkevet ah. 
Gpnglicuuct.of CMHC (1983) eeeportsr that, natlonaliky elses 
per cent of tenant households had core need problems in 
1930. slne: figure, or, Ontacio, was. .sJigntly ower ate l78 
Ber cent. 

While CMHC believes that the core need concept is 


an improvement on the traditional measures of housing 


problems, it presents three limitations: 


lie A rent-to-income ratio must be specified. Thus, 
this indicator involves an "essentially arbitrary" 
Choice. 

Dn Income requirements for other essentials vary by 
household size and age structure. These are noc 
considered in formulating the core need approach. 

oe As with other studies and methods, CMHC figures are 


based on sample data. Due to the limited sample 


B77, 


size, OEPENSGIHIFE Survey, CMHC believesrthar itiise 
not possibbertortulily account for dntra-regional 
variations in rental housing costs. (1983, pp. 39- 


40) 


Marks (1984) and Miron (1984) discuss a further 
diftvcuttcy anherentin: this-approach., [hey argue tua: 
the definitions of 'standard' housing based on physical 
adequacy and lack of crowding influence the calculations 
of average rents as well as the portion of households 


who are not properly housed. 
3.4.3 The Budget Approach 


Another alternative method, the budget approach, is 
outlined by Cullingworth (1980), Marks (1984) and Miron 
CLS 4°) This method involves the determination of 
expenditures for non-housing necessities such as_ food, 
clothing, furniture, transportation etc. The remainder 
is what the household can afford to spend on housing. 

Bape oe loo 44 ‘contends ebhat. this Wogie 1s simp ia ac 
im the concept of ‘affordability and that rent-—to-income 
ratios are used as proxies: 

If a lower-income household spends more than 

Zoe percent Oor™@its' "income ‘on housing, then 

there will not be enough money left over to 

buy sutirerent foods, ‘clothing, transporta= 

tion, recreation, medical care, education and 

so’ On.© (pe 926") 

One important difference between the budget 
approach and other methods is that budgetary measures 


consider the specific needs of different household 


types. For example, the Social Planning Council of 
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Metro? Toronto's’ "Guides ‘for "Family *Budgeting™ (1983) 
presents several budgets based on family size and 
composition. 

The Bureau of Municipal Research (1977) constructed 
SesLinadt esi for the) Githy of | Poron toy using the Social 
Planning "Council of Metrepo INitanttoronto's  Giidelines 
horskamaly* Budgeting ()976)). from 19:7] census incomes 
and CMHC survey rents. It made two estimates -- the 
first was based on 'low end' rents; the second utilized 
average market rents. The Bureau found that between 18 
and 22 per cent of Metro tenants had affordability 
problems. Although differences in time and location 
make comparisons difficult, these estimates are similar 
to the core need estimates cited in subsection 3.5. 
Both sets of estimates represent significant reductions 
on the rent-to-income estimates. 

The Metropolitan Toronto Planning Department (1980) 
applied the budget approach to Metro Toronto. The 
Department found that just over 18 per cent of the 
households! comldi not ftord thepr rents ns lose This 
figure was reduced to 12 per cent after those served by 
public housing were eliminated from the count. 

While the budgetary estimates are low in comparison 
to rent-to-income estimates, it should be noted that 
neither budgetary study takes into account the distribu- 
Mion LOtAerentsPibywincome’s jand may therefore ltend sto 
understate tenant hardship. 

Thiewepudget approach mau'tematicadly, pd acesirthe 
greatest need among the low income groups. After 


subtracting an appropriate amount for other necessities 
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of life, low income groups will not have enough left to 
pay for.adequate housing.,.«~ Thus,))this {approach excludes 
some families who cannot find adequate housing at a 
reasonable cost and includes those who are renting at 
"bargain' rates. Cudslingworth, 1980) «qualbfiiiless ithe! use 


of the budget approach by saying: 


In Ontario, a standard reference point is the 
SoectalwPhanning «Councitl "s eGuide yhor \Paminly 
Budgeting. These contain sample budgets 
(which include housing, though it is stressed 
thatwhousing costs arewsoivariableythat;itaks 
advisable, in using the guides, "to accept the 
actual scostrof shediter in place of a budget 
els.ithimate”.te(p.916) 





While rent-to-income ratios are often criticized, this 
is one shortcoming that is not associated with their use 
if data on individual household incomes and rents are 


available. 


In perhaps the strongest criticism of the budget 


approach, Ontario-MOMAH (1982) says that: 


As such, the budgeting method measures more 
Ghantechesehousimornattiordabilety anogap j=—iect 
measures the total shortfall of income 
required for all purposes. It would there- 
fore, seem to be an overstatement of the 
deqreesetosiwhichiehousing costs produce 
financial difficulty. Indeed, if the expendi- 
ture for other goods and services equalled the 
house hoi bd's im comes;i 4 ith vs @measu re (would 
indicatesthat ithe shou'siang affordabiddty- gap 
would be equal to the entire amount of the 
housing expenditure. (p. 108) 


The Ministry concludes that "these problems would seem 


to argue against the use of a budgeting approach in 


defiring of housangrided ( p.0 10874 
Miron (1984), on the other hand, believes that the 


budget “approach is’ a good example of how ‘a family’s 
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overall needs might be estimated, and gives a baseline 


from:which researchers can begin to assess housing 


affordability. 
3.4.4 Ability-to-Afford Measures 


Dy SPommua ting * alive rivet awa? tty —to-alrtord 
measures, Miron (1984) employs the 1978 Family Expendi- 


ture Survey which has the advantage of allowing for: 


ie Households’ sources of funds other than annual 
income. These include inheritance, insurance 
settlements as well as the depletion of savings or 
the accumulation of debts. 

2 Detailed housing expenditures such as property 
taxes, “risurance, marmeenance, costs. and wei lity 
expenditures. However, these are more important in 
considering homeownership than renting as these 
expenses are usually included in rents. 

oe Accommodation changes during the period (from 


tenant to owner or vice versa). 


Miron approximates both permanent income and 
"sources of funds' estimates.(18) These, he argues, may 
bewpetter estimators of abl erty 7tce-atrorda than -anmuay 
income. The author compares these three indicators 
Heine various -rent=-to-abrrity—torarrordthresnolds:. 
USING the 925°per cCents*rent=—to-income threshold, the 
author found’ that inel978 roughtyaopert*cent*of tenants 
hadwrarfordaba lity: probiléms! natronalay wr 'rhiis ftrqure 
declined slightly when the rent-to-source of funds ratio 


waeuerced buitr rose. to 42 tpert centiewheny them rent—to= 
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permanent income ratio was employed. For the latter, 
the number of tenants over the 25 per cent threshold 
declined for low income groups but increased dramatical- 
ly for high income earners. The incidence of affordabi- 
lity problems for Canadian tenants earning over $25,000 
was 1.3 per cent uSing the rent-to-income ratio but rose 
to 41.5 per cent using the rent-to-permanent income 
ratiow.,. Mironsattributes.some. of .thisedif fenence.—to 
peculiarities in the method" of estimating permanent 
income. This suggests that the permanent income 
measure, as formulated, may not be a suitable measure of 
affordability. 

Miron found another significant difference among 
the ability-to-afford measures. About 60 “per cent. of 
tenants who earned less than $5,000 in 1978, spent in 
excess of 35 per cent of their income on shelter. 


However, based on the alternative measures of ability- 


to-afford, the incidence was much smaller -- from 41 to 
48 per cent. Miron reasons that some tenants were 
ax De raleincunids aby Loalkly slow eincomes#e --aposs ib iy 


resulting from temporary unemployment. Again, the 


methodology miughtwaccount) (forse part4of,) this, ditferences 


3.5 Specific Groups In Need 


Throughout the papers reviewed, specific groups are 
cited as suffering disproportionately high incidences of 
affordability problems: 

This affordability problem arises mainly among 


elderly households, lone parent households, 
households without income earners, and persons 
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living alone. (Miron and Cullingworth, 1983, 
Deals )) 


CMHC (1983) tends to support this observation: 


To summarize, housing problems have not 

disappeared. With one-fifth of renter house- 

holds in the country paying what is considered 

bo ;be, ald sipropor tionat ei camount! ofthe ir 

rocomes for rent, -tnesneed for some form Of 

assistance is evident. This® aise parti cul arity 

the case for senior citizens and women and for 

those in the lowest income quintile with the 

least amount of disposable income. (p. 44) 

The affordability problems of three groups -- low 
income households, the elderly and single parent house- 
holds -- are discussed in some detail in the following 


pages. (19) 


S204 |Low Income Households 


Generally, the data from all sources reviewed below 
suggest that tenant households were over-represented in 
the lower income brackets and that this group had the 
highest incidence of housing need. That the average 
tenant's income was below the average homeowner's income 
is itself a possible cause but not a sufficient condi- 
tion for ati ondabi luty% problems. The relationship 
between income and affordability is also discussed in 
subsection 3.6. 

The Canadian Council on Social Development (1977) 
says that three-quarters of the unsubsidized households, 
who were paying over 25feperi centWofethelirwaincome von 
accommodations in 1971, had incomes that were below the 
official government poverty line. Nationally, the total 


number of 'poor' tenants with affordability problems was 
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estimated to be roughly 800,000 -- more than 10 times 
the number of 'poor' homeowners in the same position. 

Burkeseto al. (1981) also" réport that affordability 
problems were more common among Canadian poor. [In 1974 
roughly three-quarters of the Jowest income quintile 
(fifth) spent more than 25 per cent of their income on 
shelter. The figure increased to 85 per cent when the 
core need approach was employed. The higher incidence 
registered by the core need approach reflects the 
addition of low income households that paid less than 25 
Peirltcle nitetbane Se ditdees orto nd: V Sthrou ghs*crowd rng Or “by 
occupying substandard dwellings. 

For the second’ Lowest 'anicome = quintrile --*tre 
incidence of core need problems was lower--16 per cent. 
This figure was half as great as the estimated 
percentage when shelter-to-income ratios were employed. 
The reduction implies that half of those households 
deemed in need by the ratio method had voluntarily 
placed themselves in such a position or were unable to 
find inexpensive rental units or both.” The ‘two causes 
were not differentiated. 

Maivon andecu Piindgworth -Gl983) "observed a" simrrar 
patternerror Mntario ins “hos. Problem households' 
incomes averaged $6,700 per year. Almost all of these 
households were below the province's median household 
income and nearly half were below Statistics Canada 
Revised Low Income Cutoff level. 

In the Durham region, the Social Planning Council 
of Oshawa-Whitby (1981) reported that in 1976 almost 70 


per cent of tenant households earning under $10,000 were 
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over the 25 per cent threshold and 45 per cent were over 
ther J0ioper. cent thré'shotd. “Theyal'so found’ that the 
incidence of affordability problems was less significant 
for homeowners in the same income bracket.(20) 

As stated earlier, the budget approach inherently 
places the incidence of need on the low income groups. 
Thus, studies which employ this method do not give 
incidence percentages. Instead, they offer estimates of 
income floors below which households are considered in 
need. 

The physical’ condition of réntal units, occupied by 
low income tenants, is not easily determined as quality 
measurements tend to be subjective or excluded from 
data. 

A study undertaken by the Metropolitan Toronto 
SocdialvPanningrecouner1v41974)) fotind that "among 9s" per 
cent of tenant households living on some form of social 
assistance, only 27 per cent lived in good housing while 
44 per cent lived in substandard units. This contrasts 
Wolth HS! Survey of ‘Housing Units, T9774 datal As Mrron 
and  Cullingworth notetofrdehnis*sirvey,” "whi fre -tne 
proportions of *poorhthousingrin® Toronto ths? 4447) per cent, 
the proportion of the highest income group ($22,500+) 
) Ging Curt OH housing was actually 4.8 per cent" (1983, 
pe £19'6:)5 However, = this *sirvey ony took account of 


plumbing and exterior conditions. 
825.20 The “Elderly 


In most studies, the elderly were identified as the 


agessgroup which incurred the highness: incidence o£ 


B35 


affordability problems. The Canadian Council on Social 
Development (1977) observed that, nationally, about half 
the elderly couples and over four-fifths the elderly 
individual tenants were over the 25 per cent threshold 
inyl 97 JaweAccornrd ing sacorS.ba tus t iesjdanadayjsLoId 2 pAUrban 
Family Expenditures on Shelter and Household Durables 
Survey, the Council says that while under one-fifth of 
Canadayussppopiushattion was: clas sishbedesasgq poor. 0by 
Statistics Canada Unrevised Poverty Lines), over half of 
the single persons, 65 and over, were deemed to be poor. 
Among poor elderly tenants, 88 per cent spent more than 
25 per cent of their incomes on rent. 

For unsubsidized metropolitan households (both 
tenants and owners), Burke et al. (1981) also found that 
the incidence of hardship was significantly higher for 
households whose heads were 60 years of age and older. 
Approximately 37 per cent of this group spent more than 
a quarter of their income on shelter even though some 
homeowners in this group did not have mortgages. By the 
core need approach 33 per cent were in need -- more than 
double that of any other age group. 

Ineconsigderingeal3 78 sOntanhowunsubsidizeds tenantss 
Miron and Cullingworth (1983) estimate that, among those 
65 and older, there were 54,000 problem households or 54 
per .centlofebhoat. osoup- sealhe.authors. found that wii Je 
the elderly had by far .the.highest incidence of need, 
the incidence of need among the '‘'poor' elderly was 
ADP DOM Mat ClvemUbeussanc. ase that .ot ther, ‘poor! age 


groups. (21) 


136 


For Toronto, two studies provide a comparison of 
housing for the elderly and the effects of government 
programs. The .Bureau.of; Municipal® Research (1977), 
Co ting 1971: censussdata,| stated -thatshouseholhds!whose 
heads were aged 65 and Pa inher the lowest 
incomes.Over 37 per cent.of the City's elderly heads 
recejwied sunderss3,000 lannualily si Much off thise group's 
income was government pensions. For the elderly both 
1971 and 1976 median incomes were lower than for any 
ethersagroup. While the study did not make specific 
estimates of housing need by age group, the authors 
remark that seniors citizens are in serious need. 

The Metropolitan Toronto Planning Department (1980) 
found that the elderly in need represented a quarter of 
all households that could not afford rental ®accommoda= 
tion. However, the Planning Department states that: 

Metropolitan Toronto, through its aggressive 

senior citizen housing construction program 

in the past five years, has virtually elimi- 

nated the housing affordability problem for 

individuals and couples over 60 years of 

lol Bape W428) 

Ontario-MOMAH (1982) reports that in 1980 senior 
Gibizensw ins Ontariot-comtinuwedrtohbreceive ‘the irowest 
annual income of any age group. In Toronto and Sudbury 
almost three-quarters of the senior households were over 
the 25sner.cent threshoddss Form Londonytheginowdenee was 
lower--just under one half. F.Otn a U4 he ictee sa texcept 
Londongs he. DOLELON sot «sen Lous tinehardshipswase2 to 3 


times. greater than for non-seniors. 


In considering the magnitude of need among the 
elderly, other considerations are also cited. Miron and 
Cullingworth (1983) say that "one example might be an 
elderly couple with substantial assets who slowly use up 
those assets to support themselves in their retirement" 
(paell]) seins woul dtbetparticwmlaily cindichtiveert 
those ,whoishaw esol de homesnei Ntorders trop (Siweacin 
maintenance-free, smaller or more affordable rental 
accommodationssmaothisswealithpes£ fect7 ai fo incorporated 
into estimates might lower the estimates of afford- 
ability problems for the elderly. 

Marks (1984) says that a household with a strong 
attachment to their home and neighbourhood may pay large 
rent increases even when more affordable housing is 


available elsewhere: 


This attitude may be particularly prevalent 
among older people who have lived in neigh- 
bourhoodsyforiimanyiayvyearsinand? havelcstrong 
attachments; not surprisingly, such households 
are considered to have a high incidence of 
abfordabiliity jsroblems aps 29) 


In noting that the number of elderly households 
with affordability problems fell more substantially 
(Clidt6=19:32)) sehanvdidctheenumber Df faminds esi wi ths such 


problems, Steele and Miron (1984) comment: 


The elderly...are low-cost, immobile house- 
holds, and therefore, especially likely to 
benefit “Boomyrent reviews © Thus) Ser is*cbhn- 
sistent with these data that rent review had 
some substantial effect, although other 
factors such as higher incomes and increased 
socwal a housingitor thetelderly omight ‘admso 
explain -Lt. (p. Si) 
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3.5.3 Single Parent Households 


Single parent households, especially mother-led 
MaMlires, also appear tOasirrer a “relatively: high 
incidence of hardship compared to other household types. 

PurKke, [Or example, Lound that 45 per cent Of all 
mother-led families were over the 25 per cent threshold 
in 1974, 38 per cent by the core need approach. Single 
female households were also observed to have a dispro- 
portionately high rate of affordability problems. 

Miron and Cullingworth report that in 1978, 56 per 
cent of single parents were over the 25 per cent limit. 
neve” too; the posstble fexpPanatton’§ 1s “low. ~tncomeas: 
MImMmoste Ss our of WO" Ontario Singlerparent ’ nousenotds 


earned less than $10,000. 
3.6 Income or Housing Problems 


Most studies relate similar findings; the pattern 
of affordability problems and income deficiencies is 
clearly evident throughout the literature. Sieg haha ys 
Myrtcre” appears "to Nave Deen done by researchers to 
separate the causes in order to determine whether 
housing market failures exist or if some incomes are 
Srupiye too Low in telation CO the cost, Of arrordapie, 


adequate accommodation. Cullingworth remarks that: 


Traerairstinction, between! housipduattordabi— 
feoy eta nOuUSINGg pLlobptem) ana. ancome 
deficiency’ (an income problem) may be con- 
Centuaisy clear, Dut It 1s Gitricult to devise 
precise (and still generally ,acceptable) 
definitions. One might argue that the problem 
is a housing one when those with normal 
incomes cannot afford normal houses, whereas 
it is an income one for those whose incomes 
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are. Insufficient .bo ebtain normal .hnouses. 
This nicely solves the definitional problem by 
disgquisindy jd tewithe the. use <Ofisbhe shemm 
rOT Mad eon Ou ee) 


The difficulty appears to apply to most. approaches 
since the link between income and affordability is not 
analysed in a manner that would provide conclusive 
evidence of the dominant causes. This may be due to the 
ScOpemonmavanilabwecudarasue2) 

bnmdiscussings thewsditis qultys ing distangmshimgG 
between housing and income problems, Ontario-MOMAH 
(1982) savse that: 

One may view the problem as primarily one of 

the vhigh«cost -ofy housing, anothemda sm.0ne>s of 

insioucitcrent Income and a third. as housang 

cost in relation to income. The importance in 

viewpoint shows up in the policy focus of each 

of these views, with the first group focussing 

on housing subsidy and supply programs, the 

second on income redistribution policies and 

the third on measures directly affecting the 

shelter costs of households. (p. 107) 


The Ministry chooses to concentrate on the third 


view because: 


le. The issue is popularly defined in terms of housing 
affordability. 
oe It appears unlikely that comprehensive reform to 


income maintenance programs will occur in the near 
future. 

ot ‘Any solution to income problems that ignores large 
Valo OnommulE Gus Urge COStS .across. the -pnrov ince 


will either be inadequate or enormously expensive. 


Miron and Cullingworth reason: 
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ines -cert” "atfordabio ity tse tseral one in 

that it implies that the problem at issue is 

neither solely a housing one nor solely an 

PnGOMNG ONet” © 1EaLS Dottie ltl Simbiis very, fact 

toate ke sauthew prob, Lone soe irtt rey lt 7 OF 

solution. (1983, pp. 9/-98) 

On'the “other hand, several“authors maintain that 
housing problems are 'more properly' referred to as 
income or poverty problems (Smith, 1971; Goldberg, 1983; 
Clayton Research Associates, 1984). Prarie is el s9 Oe) 
appears to agree with the latter view by saying that 
PHousing- arrorvaabiberty = iss bemng*™ used asa proxy “to 
measure the inadequate consumption of other goods" (p. 
27). He contends that a proper analysis should define 
what the social’ entit Pements are’ for’ all commodities, 
including housing.(23) Moreover, he lists policy alter- 
neataves *whichn'wotrld reduce affordability problems *-= 
income transfers, job training programs, assistance with 
family budgeting, direct provision of goods, and price 
reductions on the various necessities. 

The distinction between housing and income problems 
may also bear upon the choice of affordability indica- 
LOLS Miron (1984) discusses the case of overhoused 
households who would not have an affordability problem 
if adequately housed. These households are included in 
rent-to-income estimates but excluded in the core need 
approach. Miron maintains that the answer as to whether 
these households are included "presumably depends on 
one's perception-of"the household s¥abrPity-to "“down- 
sG¢ce8 mand the social desirabri ty "of thes" (p.5.412")% 


Here, self there 1S) no housing sproo ems.) tnemeorecrenecd 


eporoach wis better... Conversely, 1E smalimunits are 
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scarce -- a housing problem -- the rent-to-income ratio 
is a better estimator of need. 

Miron (1984) attempts to answer the income versus 
housing question... He‘emp boys Statistics Canada’s ,1978 
Family Expenditure Survey. While this survey is 
conducted nationally and has a relatively small sample 
size, these estimates were the only ones found which 
address this issue empirically. Thewapproach.is 
straightforward. Miron ranks tenants by what they can 
afford (based on the 25 per cent ratio) and rental units 
by the rents they command. He assumes that households 
would choose a lower-cost unit if available and presents 
figures on the discrepancies between existing rental 
unitseands the mumber of ouseho lds "that icannotrationrd 
anything better. The results show that there are enough 
affordable units for all persons earning more than 6,000 
dollars per year. 

However, several limitations in the data are 
presented. One is that this survey considers spending 
units rather than households. There may be more than 
one spending unit in a household. This creates problems 
in matching tenants with rental units. 

Perhaps the greatest difficulty with this approach 
isp -thata-these <unitsyaresmote (av-ai-k abs ek .ais: mosituane 
already occupied... Rathen,) this .approach, nepreisentsaa 
re-allocation of rental units which may represent an 
idealmd ust. buono a i nastenmsin of adfordabisl duke 
ratios. Moving costs and geographical location are not 


considered. 
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CEA as Summary 


A number of commonly held conclusions emerge from 


the literature. These include: 


re The problem of inadequate and crowded housing, 
Worle St Lil a concern, has diminished as housing 
Services Nave UWmproved signitiicantly over past 
decades. 

ag Affordability, as defined, appears to be the most 
Significant and widespread housing problem. 

a hrenants have incurred a disproportLonately high 
incidence of affordability problems relative to 
homeowners. 

4. While’ considerable regional variations exist, 
rental affordability problems have been significant 
in all urban areas surveyed. 

Si, Specific groups, particularly low income earners, 
the elderly, single women, and single parent 
households have more affordability problems than 
the population at large. 

Ot Refined estimation techniques, .while reducing the 
overall incidence of hardship, tend to increase the 
estimates of affordability problems among low 
income tenant households. This group was not able 
to find adequate housing without. paying) a migh 
Share of their income EPowards rent. ‘Tie ise 
according. to both traditionaleand alternate 
measurement standards affordability problems among 


low income households have not merely been a matter 
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of expecting or consuming more housing than they 


could reasonably afford. 


Methods of estimating need have become more complex 
as seenin the development of the core need approach and 
Miron's (1984) recent work. [Tn turn »survevs may them= 
selves incorporate questions which will better address 
the assues. at hand. The literature cited in this 
section identifies several shortcomings in existing 
Survey data which might be considered in future afford- 
aD her CaaS tiie Ve ice, These <include (from, Miron and 


Cullingworth): 


he Matching rents to income for the same time period. 
Surveys such as the Canadian Census often compare 
present housing expenditures with incomes for the 
previous year. 

ne Data are often aggregated in an unhelpful manner 
leading to limited usefulness. 

oe Similarly, more detailed analysis which considers 
the type or composition of individual households 
would be useful. 

4. A clearer articulation of societal goals is neces- 
sary to better define what is affordable. There 
hasvbeenelittle study of public attertudes torsociar 
policy questions. 

Bie Although there is a relationship between the 
problems of housing inadequacy and affordability, 
they wane, ato wasoltOonintocant’ ex tent; “diFrerent 
problems. Surveys often contain insufficient data 


EOUSeDarabemtnese problems. in order to. provede 
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clearer estimates needed to better direct 


government assistance to those in need. 
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Appendix 3A 


Table of Affordability Estimates for Tenant Households 





Affordability 
Source Problems 
Year Approach and Notes’ Incidence (%) 
Canada 1974 25% Rent to B(1) 28 
Income Ratio 
1974 Core Need Bal) 24 
(25%  Thresnold) 
1980 30% Rent to D ZZ 
Income Ratio 
1980 Core Need D 18 
(30% Threshold) 
1981 25% Rent to D 24 
Income Ratio 
Ontario 1972 25% Rent to F(2) a1 
Income Ratio 
1972. 302eRent. to F(2) 23 
Income Ratio 
1974) ) 252 Rentere F(2) 32 
Income Ratio 
1974 303" Rentnto F(2) 25 
Income Ratio 
1976 25% Rent to F(2) 33 
Income Ratio 
1976 30% Rent to F(2) 25 
Income Ratio 
1978) 25% Rene to F(3) 30 
Income Ratio 
1978 30% Rent to F(3) 23 
Income Ratio 
1980 30% Rent to D 22 
Income Ratio 
1980 Core Need D 18 
(30% Threshold) 
Metro 1976 Budgetary A 18-22 
TOGONCOML OCU Budgetary E 18 
1980 25% Rent to G oi 
Income Ratio 
1980 30% Rent to G ie? 
Income Ratio 
1983 30% sRent to H oe 
Income Ratio 
Durham 1976 295% Rent to iE 30 
Region Income Ratio 
1976 40% Rent to af ey 


Income Ratio 
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Affordability 


Source Problems 
Year Approach and Notes Incidence (%) 
Hamilton 1974 QO SseRerite sto © 34 
Income Ratio 
1980 25% Rent to G 28 
Income Ratio 
1980 30% Rent to G 14 
Income Ratio 
London 1974 25% Rent to C Sf 
Income Ratio 
1980 25% Rent to G 34 
Income Ratio 
1980 30% Rent to G 10 
Income Ratio 
1983 30% Rent to H 29 
Income Ratio 
Ottawa 1974 25% Rent to € 33 
Income Ratio 
1980 25% Rent to G 26 
Income Ratio 
1980 30% RENE to G V3 
Income Ratio 
Sudbury 1980 25% Rent to G 24 
Income Ratio 
1980 30% Rent to G 2 
Income Ratio 
Thunder 1980 25% Rent to G 29 
Bay Income Ratio 
1980 30% Rent to G 14 
Income Ratio 
Windsor 1980 25% Rent to G Bo 
Income Ratio 
1980 302) Rent Eo G 18 
Income Ratio 
NOTES: (1) For major Canadian Urban Centers. 
(2) Excludes those receiving government 


housing assistance. 

(3) Excludes those receiving assistance both 
through government housing programs or 
relatives. 
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SOURCES: A. Bureau of Municipal Research (1977) 

Bey Burkese(loer ) 

Cini CMG 2 (9 76») 

D.  ,CMHC. (1983)) 

E. Metro Toronto Planning Dept. (1980) 

F. Miron and Cullingworth (1983) 

Ge. Ontario-MOMAH (1982) Socio-economic 
Characteristics of Renters 

H. Ontario-MOMAH (1983) Staff Report to 
the Commission of Inquiry into 
Residential Tenancies 

I. Social Planning Council of Oshawa-Whitby 
(1981) 
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Notes *to Section °3 


(1) 


(6) 


Ch) 


(8 ) 


(Ep) 


(2s) 


(13)) 


(14) 


Centrad Mortgage Gand’ Housiing* Corporation was 


renamed Canada Mortgage and Housing Corporation in 
dre EPS AE 


AMAL OAINON Mine Wea Gio manand* Piord eo oer &2)..'s'eea 
aksorSecta ont4al6f pats review Fors farther’ détails 
On government policies and expenditures. 


AeGescmipt von (Ofmethe-BLRbeSurveyieusepnesented in 
Mreron and Cu dMingworth! (198 3,71392=1419. 


As found in Marks (1984). 


Awcomparison -off thetveensus i and-ithe Survey ‘of 
Housing Units criteria is provided in Metropolitan 
Toronto Planning Department (1983, C4-C6). 


Other survey definitions of crowding include 2 or 
more persons per bedroom and minimum spatial 
requirements per person. For a discussion of such 
measures see Municipality of Metropolitan Toronto, 
Metropolitan Planning Department (1983, C1-C4). 


Bheseedata, atesprediminaryearesultes from a staff 
research report. See Ontario, Commission of 
Inquiry into Residential Tenancies (1985). 


The rise in single person households may be an 
indication of the increased importance placed on 
privacy. See, for example, Miron and Cullingworth 
O19 33"). 


EFurthersresearnch im tonthe eurban-nunal tracidatues 
differential might consider the costs of obtaining 
these facilities in remote areas. 


See Lane (1977)) for ea discussion off the derivation 
of Mtheae25ependcent «rusher ofmthumb: 


CMHGLseSuryeycof! Housing Unis was conductedson) y 
once. 


That may have tended to understate rental housing 
affordability problems if temporary unemployment 
was more prevalent among low-income households. 


Another difficulty ts “the wse of LTastmyvear’s 
incomesowictmeth isuyear'sSerents.ioHere/itintlation 
becomes: Aan-oimpomtant factor. Forwgea tiwrther 
discussion of the problems associated with rent-to- 
income ratios see Ontario, Commission of Inquiry 
into Residential Tenancies (1985). 


See Archer (1980). 
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(L5:) 


CLG.) 


C175) 


(18) 


G19") 


(20) 


(250) 


(22) 


023) 


Steele and Miron (1984) discuss poverty lines and 
low-income cut-offs. 


Relative price of housing refers to the price of 
housing relative to all other goods consumed. See 
Miron (1984). 


Life cycle patterns refer to the tendency for young 
households to go into debt, established households 
to save and senior households to supplement 
pensions and retirement incomes with their savings. 


Permanent income is derived from estimates of the 
present value of future expected income. See Miron 
(1984, 3.7-3.11) for ’tureher detan le: 


For a further discussion of these groups see 
Ontario, , Commission Lolpeingusny snee Resa dential 
Tenancies (1985). 


A probable reason is that most senior homeowners 
were retired and had no mortgages to carry. 


This suggests that the elderly, relative to other 
age groups, may have had an income problem rather 
than a housing problem, per se. 


The most significant refinements in affordability 
estimates tend to address the income question 
indirectly by eliminating those who are deemed to 
have sufficient income. 


LEsis motncertaam howiwtiis wou ldadifEfern vinom the 
budget approach. 
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SECTION 4: HOUSING POLICY, PROGRAMS AND SUBMARKETS 


4.1 QGneroduction 


This review attempts to scan recent research 
relevant to Canadian housing policy and to comment on 
some salient features. A major part of this section 
concentrates on the framework of explicit housing 
programs which function to redress the housing problems 
of low and moderate income individuals and groups in 
society. Literature abounds on the merits and 
weaknesses of programs in alleviating housing afford- 
ability problems. The overall objective of this section 
is to examine the effectiveness of particular housing 
programs in meeting the housing needs and demands of 


various submarkets in the housing field. 


4.2 Historical Development of Canadian Housing Policy 


There has been a national housing policy in Canada 
Since at least 1935, when the Dominion Housing Act was 
passed.(1) Since that time there have been four major 
National Housing Acts passed in 1938, 1944, 1949 and 
1.9: 574), riko wand o7s aatiurtheraserrestif masor 
amendments s:ranatormed) the eqislation (Rose ,~d980, p. 
Lave 

ThemNattona epousi ng whet Gofhad.O4 4¢ hind iteated’ the 
government's policy to encourage home ownership, in new 
construction “ondiy, “through, a) program whicheresi ted in 
the lowest first-mortgage interest rates in Canadian 
histomy? Winame ty73 Sp. percent). Pripvates buihbdinge-did 


increase considerably following the passage of the 1944 
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Act, but it soon became apparent that many lower income 
people could not \afford housing: 

ihe rconceptyof publ ieghousingaibecamenSa ireality 
under section 40: of Canada's) Natiionalm™Housting Act in 
1949, Undes ptini sy earwear programpe ifiedéraddicubsidies 
equa led »/5)i pers centesofecapitakeand operating deficits. 
The remainder was a prov. mncalpy rT esponsibiisrty,| ipart: of 
which could be passed on to municipalities. 

In 1964, the Government of Ontario, aware that the 
National Housing Act (NHA) would soon be amended to 
encourage the assumption of significant responsibilities 
by locadbroreprovineialy author ptiesj;atdeéveloped the 
concepts of vanyprovamcialehousing’ corporationyand created 
this agency with the passage of the Ontario Housing 
Corporation Act in June 1964. According to Rose (1980), 
the 1964 amendments virtually re-wrote most of the 
social provisions of the National Housing Act. The 


amendments included the following significant changes: 


1. A new Section 16A was added to authorize 
loans to non-profit corporations owned by 
akpreovincelemunec ipa Dit yor vany Gage ney 
thencof,..orebyta charata hbelcorpora tion 
Gor. theticons truct lon sor Bpure hese yoda 
housing project or housing accommodation 
of, the hos.ted.,or-dommi.boryetyperttor usevas 
atelow>ren.t als4 housing tp Er oyveces Tay iss 
amendnent “May hybew icons? dered tore oa 
Ssuibstant Vaal wexpamrs'ronv-of “bheS-fonumer 
S eis telo 13016; th Giasio—Geaol seid Bi Weaimmist ed 
davade nd! seck ion te bi t°%0f most Sqn fi- 
E amc: hota th eyoiumpaeit@at 1 OnarEnako the 
governments of the provinces would enter 
intomth isespecilite acervi ty. 


2. PanreohLicof, theiNationak Hous geAct was 
retitled "Urban Renewal" as distinct from 
it.sye pe J oulsiiKd eisti One tomo .euir bap 
Redevelopment". Phtchepartttoft 4tineyAct 
whache hadi ?shrnomiOs4), *bDeenfrcomprised 
enti red ya OfmSEC tion) 237 Wassubstanuia lly 
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rewritten. This was the first time the 
phrase "urban renewal" was written into 
the National Housdng! Act Jand Section? 33 
was broadened considerably to encompass a 
broad-gauge approach to the prevention and 
treatment of blighted and slum areas in 
urban municipalities. 

Specifically, Section 33 was expanded by 
the addition of new Sections numbered 23A 
EO 25n% These sub-sections were designed 
to cover, respectively, contributions for 
preparation of a urban-renewal scheme, 
contributions for implementing an urban- 
renewal scheme, loans for an urban-renewal 
scheme, insured loans for housing projects 
in urban-renewal areas, authorization for 
expenditures from the Consolidated Revenue 
Fund, and-requilations. As far as the 
governments of the provinces were 
concerned, Sections 2A, B, and C were most 
important. Not only were the provinces 
clearly recognized as the authority which 
must approve local urban-renewal plans, 
but the federal government agreed to pay 
one-half of the costs of preparing and 
implementing such schemes. In addition, 
Central Mortgage and Housing ‘Corporation 
recognized for the first time that imple- 
mentation would require the employment of 
persons to assist in the re-location of 
individuals and families dispossessed of 
housing accommodation by urban-renewal 
programs. 


Seetbones6 tofethenl 954 Acti bwhichivas) the 
PAS Cambio rao sO Par bu) Vel). Lente tebed 
"Federal-Provincial Projects," was re- 
numbered as Section 35A and Part VI was 
re-titled "Public Housing". Although the 
federal-provincial partnership had been in 
Fonce -sincetstherend ofvl949)\thisMwas ithe 
Figvsiin tumesothat »thejaphrases “path lic 
housing" had appeared in the National 
Housing Act. 

Section 35A was, in fact, a re-statement 
of the earlier federal-provincial partner- 
shi py awith, the addition ‘of! thet possible 
mniciis bon fofs-hos tes or, ddormitony Stype 
HOUSING aiciceommodat iona inaésfiedetr all 
provincial shousing projects: mMhes?75-25 
div isaonvofyfananciiall? responswbblity in 
both capital costs and losses (subsidies) 
between the federal and provincial 
governments was continued unchanged. 


Dhe entire, fieid iofsipubdici housing: opera- 
tions was broadened substantially with the 
enactment of new portions of Section 35 
numbered 35B to E&. LASSectdon~e BSR; the 
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term "public housing agency" was defined 
to include a corporation "wholly owned by 
the government of a province or any agency 
thereé#'s 26Pr “oneMorimore muntrer pa lhties 
in’ a*province"S® “This revised! definition, 
along with the new financial provisions in 
Seetions! 35C™ tote, *brovant the Canadian 
Provances "directly @into- tne field (of 
pubire’ housiageroretitest irst time in our 
housing history. 

rr Sect ron=soC, ~Gentral= Mortgage and 
Housing Corporation was permitted to make 
loans to assist a province, municipality 
Or public-housing agency to acquire lands 
EOr™ publie—housing proyects. The maximum 
loan that might be made for this purpose 
was"90 "per ‘cent of “the "cost "of acdwiring 
and serv icing tthe’ Avand. Since. ito was 
anticipated that a landlord-acquisition 
program would soon be followed by the 
Cons &ruction of? a¥pubiic=holising + project, 
loans under this section were expected to 
pewLrOr relat) Verbyaeshort=terms. and*an no 
case for more than 15 years. 

Minis rewoSSect Pon “was” "fol Yowed by 
another, “Section, 30D, which permitted the 
federal agency to make loans to provinces, 
municipalities and public housing agencies 
"to construct, acquire, and operate public 
housing projects". Loans made under this 
Section were to be subject to conditions 
similar? to those app ly rng toy kiimpreed 
dividend’ housing companies” and’ *to’ non- 
Proprer corporat rons: Inkeshort, *these 
loans could not exceed 90 per cent of the 
cost of the project as determined by the 
Corporation ard would be for*a~ term mot 
exceeding fifty years from the date of 
completion *or acquisition of the’ proyecet,. 
Finally, inthe third mew section, ssect ion 
Bee i le Cher "Predera COL pOL cb OD. aw cas 
authorized to make contributions towards 
the operating losses of subsidized public- 
housing projects owned and operated by a 
DLOVIncial, “Municipal and “publ iVc—nousing 
agency for the benefit of persons of low 
income. The maximum federal contribution 
Was ‘set eat 50" percent tor "a period ™noesin 
excess of fifty years. 

In’? these’ new -sectiron's ¥they Natironal 
Housing Act was slanted in the direction 
Cemnew forms Of A Initiative Dye Ocal. OF 
Drovinceial GOVeEENMelts. Clearly, the 
terms available in the completely revised 
Section 35 Under themrUp rc. pao bc 
housing" were far more favourable than the 
terms provided in the tamilian tedera l— 
provincial "partnership valthougn these 
provisions were retained as an alternative 
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ifndesi red. .byganys prov inchewlwyjumnbedic= 
tion). Theyincrease,in.the.pnoportion of 
capital. cont eabucions swas,1e om saur ses 
acconpanded..byxnasndeoredrmsicagvenysthe 
proportion of subsidies which the federal 
government would pay; the amount of the 
subsidies however had rarely appeared to 
bes ay Major. consuderation ,atifectpng, tthe 
decisions on pubidsic, housing, of municipal i= 
bies: and? tp owniin cies. Thi @s= icapearta J 
COntrEbut Lone howeve ron ehedatbheen Fan 
important deterrent to local initiatives 
in, MOSt Mund ci padsisé be saehutRose, ahO8iOpPipp: 
38-40 ) 

The.OobjeCchLYe wots pub hice housingeyals g£oameovide 
adequate quality accommodation for low income households 
most in .need,.ataua-rentt they, canetfordiestneOntario, 
eligibility is limited to senior citizens aged 60 years 
and older, families with children, and physically and 
mentally handicapped persons. Rents are up to a maximum 
of 255 penrcenteotmaacomen win bo Amonleomen tos. the 
average household income of tenants in this housing was 
5.0.2 8. sdovllarase A Samiti, | rvs + Dard 8 ys In} 6981. tive 
average household income of tenants living in Ontario 
Housing, Gortporationgshousing swas »just lander 10,000 
dollars (Ontario-MOMAH, 1983, p. 63). 

After the NHA revisions of 1964, the public housing 
program (more properly called 'the rent-geared-to-income 
program) Grew wanial vain Ontanio, pro-aidrngeaeboeut 15 
per centeoutheinousinoustarnie. nd nya). (GeenMabde 1). 
Until thesmid-19 70setheymarorni ty, of smbtsd were«bulidt for 
families, but recently a greater percentage has been for 
SenlOr Citaweons...FOu 1nstance, tn.Ontario:in 1973, 65 
per cent of the units built were for families, while in 


1976 the proportion wfolssto only. 7. per cents (Rosews 19.77, 


De [soo 
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Table 1: Public Housing Activity, Ontario 1964-76 


Loan per Percentage of all 








Loans unit housing starts 
Year Ung ts (S000 ) ($000) Inpontario 
1964 40 261 6255 = 
1965 2,919 367220 2a 4 
1966 4,661 595:206 a2 He 9 
1967 Page 9551336 A33:3 ll 
1968 hind 39 BF GAT 2 lass 3 10 
1969 do O54 i0F a55 ib ae a 14 
1970 10,7385 128,438 1204 14 
1971 L264 a2 36 desis 6 13 
197.2 8,466 1187682 1IBed 8 
1973 87028 105,342 ier i 
1974 5s, 28¢/ 827174 LS As 6 
LOS 57432 1047555 LOL 7 
1976 5,630 Tbs 2 0 ZO-es! 7 





——— 


SOURCEs: Canaddann Hows ings Statastics;eCMHC7ovarious 
years. 


Repni nited«fromiPaddehstn 293.0 aco 60. 


Public housing projects are managed by a local 
AouSsing authori by orrthe. Ontario Housing sGorporation. 
The federal government provides a loan for 90 per cent 
CpmcielCapiutak Cost and, the province: the, remarning 10 
per cent. Operating losses are fap 50 per cent by the 
federal government, 42.5 per cent by the province and 
WeomDetEe Cont iDy thesmunicipa Ll) Cy. elf 974 Whe Woomeo cl 
mated that the total amount of operating payments was 
$99.3 million. The federal government supplied $49.6 
Million, while the province supplied $42.39million, and 
the municipalities in which the housing projects were 
Vocatedmsupplied $7.4 million (City 1of Toronto yPlanning 
Board. 199.5, op. 60). 

Propbems. with the publicewyousings program. of the 


1950s and 1960s led to a number of alternative 
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programs, based on a rent supplement approach. (2) These 

programs began in 1971. However, their contribution was 

reLativelymsmala, accounting “formeunder “0.5° pericent of 

Ontario. housingmstartem(Ontarto Economic Coune 771976). 

In these programs, the Ontario government provides first 

or second mortgages on favourable terms to private 

landlords who agree to rent 25 per cent of their units 
to tenants receiving rental supplements. The province 
provides the mortgage credit and the federal, provincial 
and municipal governments share the renta] supplement 

COSUSS. 

The mid-1970s saw the introduction of a non-market, 
socially mixed approach’ to” social ‘housing! * sche ‘pub lite, 
private and cooperative programs currently funded under 
Section 56. of tthem National »-Howsimon Ace. Three 
distinct types of projects are covered by the non-profit 
and cooperative housing programs: 
= public non-profit projects which are developed by 

provincial sor municipakinon-profits housing corpora 

tions; 

- private non-profit projects which are developed 
by non-profit corporations formed predominantly by 
Sponsoring organizationsiysuch astchurch) groups or 
service clubs or by informal community-based groups 
organized because they see a particular housing 
need; and 

- cooperative projects which are owned collectively 
by the members of the cooperative with each member 
OWn LNGasae shares Of” tive 7 proyvecteibut@e not ie 


individual unit occupied by the member. 
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Under these programs, both private and municipally 
owned non-profit and cooperative projects are eligible 
for loans.up to 100.per cent-of the capital costs Of the 
project; provincial non-profit housing corporations are 
Gietagub le £oOr 90" per rcent = oans: WOL son ~ pro blo 
projects, the maximum subsidy assistance available is 
the difference between the amortization costs at an 
interest rate of 2 per cent and those at the market rate 
of interest. This subsidy provides two types of 
assistance to these projects: 

1. Most tenants in the projects pay what are 
described as "low end of market rent" 
(representing the lower range of rents for 
equivalent accommodation in the market 
area). Much. Of thersubsidy assistance 
goes to paying the difference needed to 
cover costs: im tne project, 

2. The subsidy remaining can be used to pro- 
vide further assistance to tenants who 
Gahnotilaifcordstherrents fini they projects 
Many of these income-tested tenants pay 
rents Simelaresco what they wouldepay in 
publ secaihou's ings 

(Clayton Research Associates Limited, 1984a, 


Ds 229) 


ThenGMiG csitudy {USectionrS6éul Non=Profi ftand=Co~ 
operative Housing Program Evaluation CE9SS)" identiires 
threesstated and’ three unstated objectives of the™non- 
profit and cooperative housing program. The three 
Ob iectivesAexpliciltlyVvistated “ar *tie outse ror the 
program are: 

i. ¥eBo Pprovidemoedest?;) taffordab les housing 


appropriate “to. the needs "of low and 
moderate income families and individuals; 
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22. t¢To produce lhous ing ate min inumecost’ by 
implementing appropriate cost controls; 
and 

3. TO encourage approved lenders to provide 
capital for low and moderate income 
housing needs. 

Three other objectives of the non-profit and 

cooperative housing program identified by CMHC are: 

4aku~ To machave weodincome sairitegrat Lon in “the 

projects and avoid the "ghetto" image 


which plague public housing programs; 


5. To supplement the supply of affordable 
rental housing; and 


6... Tomencourage:sthesparti citpationtsof the 
voluntary sector siinf“thes mesotvareionof 
housings problemssws (1983,oppin5=6) 

Prior to 1978 when the current programs began, non- 
profit and cooperative programs received fixed federal 
assistance through a low-interest mortgage. After 1973, 
a 10 per cent federal capital grant was added. The 
provincial government also provided a subsidy equivalent 
to, a DOsiper cent-capitadvorant fori mosifvwrtriphe tl dndts: 
Units from these earlier programs remain in operation 
under the original funding formulae, but ino new units 
are being constructed (Ontario-MOMAH, 1983, p. 70). 
Table 2 indicates that some 15,924 units were developed 
under the? 'old' non-profit programs; about "56 perrcent 
of which were "famille, units o(On tario=MOMAH #719633," te 
70). “PabWiemsaprovides data on Section 56. 1: wWonsaenotiTe 
and Cooperative programs in Ontario for the period 1978- 


a2 
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Table 2: Non-Profit and Cooperative Activity, Ontario 
1966-76 


SS A TC A PS 





Loan per Percentage of all 


Loans unit housing starts 
Year Units ($000 ) ($000 ) in Ontario 
1966 748 or el 78 1 1 
1967 i, 364 8721.02 apni) 2 
. 1968 Siz 5358 Onl 1 
1969 594 5/067 See 1 
1970 496 3,804 etl I 
19K 588 S54 447 oo 3 1 
POT2 954 6672 TO l 
L973 239 2, 5638 270) - 
1974 BL 603 519020 i ..9 4 
1975 2,602 43.,432 loa7 3 
1976 3,804 74,599 TOG 4 


TOTAL 155924 


ce 





SOURCE’ Canadian Housing Statistics, CMHC, various 
years. 


Reprinted from Fallis, 1980, p. 70. 


Table 3: Non-Profit and Cooperative Activity, Ontario 1978-82 





























Client Municipal Private Per cent 
Group Non-Profit Non-Profit Cooperative Total. BPYSEribUtLTo 
Senior 

Citizens 496 LOA 58 582 di Nal 46.8 
Families 688 EU eel lall 6,074 ieokens: 48.2 
Special and 

Others 40 1,149 ily 17200 50 
Total ree PNee) LS Aleks 6,667 23 -999 10.07.09 


—— + —— s— meso 





SOURCE: Ministry of Municipal Affairs and Housing and CMHC data, NH 
Section 56.1 units under management, as of November, 1982. 


Reprinted’ from Ontario-MOMAH, 1983, p. 71, Table 44. 
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A number of studies review the circumstances which 
led to the decline of public housing as a solution to 
low income housing needs. 

A report by the Social Planning Council of Metro- 
poltTtan roronto (1964 }seontarns a brief history of the 
development of assisted housing programs in Canada and 
also details the change in trends over the past few 
decades. The following trends are documented in other 


studies as well: 


ies Widespread public opposition to large-scale public 
housing developments had brought the family housing 
program to a standstill by the early 1970s. Amend- 
ments to the National Housing Act (NHA) in 1973 and 
1978 extended assistance methods. 

Paes The development of mixed-income approaches has been 
embodied by local non-profit and cooperative 
programs. 

3% The number of beneficiaries of assistance has 
increased through subsidizing home ownership and 
assistance to developers of private rental housing. 

4. There is now a shift in emphasis toward conserva- 


tion and rehabilitation of existing stock. 


The: Council’ also observes that» thesdast’ decade» has 
been marked by the reduced overall public commitment to 


housing those in need of assistance: 


Direct federal spending on social housing has 
been greatly reduced by the termination of 
Funds itor bothisection.43 public housing and 
land banking, and by substitution of private 
Len@ger -<capvtal for direct government 
financing. The withdrawal of the provincial 
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government has been even more severe. Sub- 
Sidies to non-profit and cooperative projects 
have been terminated since 1978. (Social 
Planning Council ofa Metropolitan soronto, 


BOS4 Ph toy vial) 

Thermstudies, Dyrsthe sCancdian —Councua son, Social 
Pewe VOopmMent (CCS DMG) amt emo byron. oOnron to LIS 2 ) 
PiCmPrackerson (Glo 70) mail otaberin = Vvarlous: ways that 
there has been a consistent decline of activity in the 
public housing program. 

The CCSD report critically evaluates ‘the effects of 
policies intended to improve the housing conditions of 
Canadians who are unable to compete in the private 
housing market. They provide the following rationale 
for the decline in the production of subsidized public 
housing: 

DPhpse rts? Onesind Beater of thetshpir inphous tng 

policy and has coincided with growing aware- 

ness of the size of the problem involved and 

hee COs ES6O-L eis 49n0. ENS apo rOache as sts 

SO Ort TAlS7 7478p 69)) 

Patrerscon: (197.0) snotes. that the pub bi ceshousi ng 
program has lost support from municipal governments, 
ratepayer groups, and in some cases, tenants themselves. 
He also adds that all three levels of government have 
reacted against rising subsidies (p. 296). 

Rose (19/77) (discusses Changes win social nousing 
policies and changes in factors affecting such policies 
inethe mid and late 1970's. Rose observes that there 
have been shifts from public family housing to senior 
citizen housing; from low income rental housing to 


moderate income homeownership; to the decentralization 


2 6,7 


of responsibids.ty fore socdadl. housing eeontwcad, hand 
regional governments; and to increasing concern about 
financial subsidies nasocial housinghe Bhesee@shitts 
have been reinforced by underlying social and economic 
factors which exist and change the context in which 
social» housing *poltcy Tsiconcet veda Morn rexamp te; 
unemployment and inflation, the rise of the non-family 


household and the increase in importance of the elderly. 


4.3 Public Housing 


Although public housing programs have served and 
continue to serve the most needy Canadians with low-rent 
housing based on their ability to pay, these housing 
programs have been held in disfavour by various housing 
analysts and government officials. 

There appears to be a general acceptance of the 
Hellyer Task Force's contention that public housing 
projects were "ghettos of the poor; people who lived in 
them were stigmatized in the eyes of the rest of the 
community: social and recreational facilities were 
inadequate or non-existent; privacy was lacking and 
vandalism present."(3) 

How representative these conclusions were in 1969, 
or are now, is unclear. There is, however, evidence 
that bad siting(4) and inadequate management(°2) have 
plagued public housing projects. Still, neither short- 
coning) Tsernherent in the concept of public housing. 

The CCSD report, A Review of Canadian Social Policy 
(197 7Japrovendessa, booadidiscussionion pubilticv housing. 


In part, this critical review examines problems which 


168 


hamper the survival of the public housing program. The 
review proposes that problems arise from both the poine 
of view of tenants and government. 

Fenantss are *concerned *w.fthWisocial” assties;- with 
their relationships to public housing management and 
authorities and with the effect of government policies 
on their everyday lives. One important concern for 
residents of subsidized public housing is the concen- 
tration and type of tenants that characterize many 
pub ic *thousing Tprojects.| SOTo resolve "this tprobdem, ) the 
CCSD report submits that pursuit of an income mix policy 
may make public housing more politically and socially 
acceptable. It also adds that more dwellings must be 
built “to accommodate those in most acute need (CCSD, 
POLE? Spe 6 7)". 

ANotuner "Gerrrcu ley ine which the pub lye" housing 
program*nowv-Einds: TUselrt “rs due tothe quali ty "or Life 
bin Mersrrtes the? proyjects*and thellfact "that *“they* have 
failed to accommodate the needs and requirements of 
Phew nelstirdentishen(CESDPS NOT forttl oO: THis report 
notess@that “famil es Tit public housing ha velexpressed 
the need for” extensive recreation, social and childcare 
fach dirtiress™ The “fant Pies™are@al soPacuitely *aware’ "ot 
design and management limitations of public housing. 

On the part of the federal and provincial govern- 
ments, the main cause for current disinterest in public 
houswhotistdiettort hetiridsting ices Hs'to£ I renit=to-income 
subsiidwes:. (&)im THe exp Panation Givent?s that; whi Te 
rental receipts in public housing have been virtually 


Statice ehigh ‘construction “costs, and "costs and 
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financing costs) have sincrneased the basi cecas tsar 
providing new units. At the same time, operating costs 
have been increasing. 

The CCSD review also addresses itself to the 
broader question of the function and distribution of 
public housing subsidies. That «is, laresssubsadites 
distributed proportionally to those most in need of 
assistance, or do they tend to favour the higher income 
households at the expense of the lower income clients?" 
(1977, p. 87) Basing their analysis on work done by the 
British Columbia Interdepartmental Study Team on Housing 
and Rents in 1975, the Council determined that a consi- 
derable range of subsidies were received by tenants with 
the same income. By controlling for rent levels, data 
showed that for all economic rent groups, the dispersion 
about the line of horizontal equity (i.e. when similar 
households receive similar assistance) was considerable. 
For rental units within the rent range of $100-$140 per 
month, the amount of subsidy received by tenants with 
$200 income ranged from under $40 to nearly $80 a month; 
and for the tenants with incomes in the $600 a month 
range, the subsidy received varied from zero to $70 a 
month (1977, p. 88)... However, the data also undicated 
that there was an overall tendency for higher subsidies 
to be received by lower income tenants. 

The above analysis tends to suggest that the 
distribution of subsidies in public housing may not be 
economically equitabie.(7) However, the data upon which 


the «.conelusions.,are based shoud abes-obsenviedsa with 
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reservation since they do not take family size and other 
relevant factors into consideration. 

F ad terson (918.0) hindért oOkt ars CGd YU toe estimate the 
directwibsneftithe: Sto Stenante fa ne publ Ghotising. He 
determined that among the participants in public housing 
in 1970, the pattern of benefits seemed to satisfy the 
criterion of verttifcalwegqifity h( ives "where* peopl exwith 
different incomes receive a systematic, graduated amount 
of subsidy, the poorer recipients receiving more than 
higher income people). There was, however, a signifi- 
cantieprobilemr cfs horizontalvequity: many households 
eligible on grounds of income are denied entrance to the 


program. 


This inequity is largest at the lower income 
levels, as the percentage of eligible house- 
holds participating rises over the first three 
income classes. This can be seen as a form of 
vertical inequity as well, because the proba- 
bidlttyrof( participa ting tim ‘thei program inbses 
with] income. (Palslis, 19:80% so.. s661) 


Fallis concludes: 


Public housing performs rather well in distri- 
buting benefits: to those inogreatest need:-- 
among those who participate in the program. 
Its benefits are concentrated on its target 
group, with over 75 per’cent of the households 
from thew lower thhird lofi the ancomexd istr i buy 
HiOn.s VAG alin’s t hth PeGqmust bertoiise t Sethe +fact 
that many deserving households on the basis of 
income? do snot#ipartited pate on stheliprogram, 
whishe others-eof greater) incomer do», .(1980,. p. 
69 ) 


Marks (1984) raises the question of whether public 
housing is built where it serves the greatest need. He 


presents five main: criticisms of public housing: 


Lod 


l.- «Themprov isi ong of qanewwon-recentay thud 
housing to low-income households is 
inefficient.) teas: arguedstha teatewould 
be more efficient to rely more on the 
filtering process of the private market. 


2st Dnowntes +hongvhas toby ~, dpubieke shousange hais 
not solved the housing problem, in large 
part because of its expense. 


3%,; Public ,housing 4doesimnotepremoke. the 
greatest satisfaction among the recipient 
households for the money spent. 


4. This report strongly recommends that the 
public housing program in its present form 
(the construction of new highly-subsidized 
UNLESS woo “bel owned by “Che public and 
occupied only by the poor) be abandoned. 
Some of the reasons for doing so are 
CON a en €.d)i.sd Ny s OURagitievld ewe fy program 
performance: the poor locations found for 
residual housing, problems of design 
Caused Dy ‘COSty curbing “or sa Crempts «to 
build dvowtstanding housing! for ttheepooxrs 
high density; high-rise housing dictated 
by cost concerns; insensitive management 
thata.treajts: pubderc shousing# tenants + as 
welfare clients; the negative attitudes of 
administrators, surrounding neighbour- 
hoods, and the public generally. All are 
aspects of the stigma inherent in a 
program aimed at the poor. (Dennis and 
Fish, 19f62,. po. 21%) 


5. Public housing establishes special treat- 


ment for low-income households and thereby 
isolates and stigmatizes them. 


(Marks, 1984, pp. 77-78) 

As mentioned in the Hellyer Report and ina few 
other studies, there has been a widespread view that it 
is community attitudes which prevent the development of 
public housing. Yet, some doubt has been raised about 
how widespread or deep eee negative feelings are. 
Cullingworth submits that, in view of the apparent lack 
Of Objection, toytne particular type of public housingvas 
"senior Citizens housing’, "it would seem that further 


inquiry is needed on attitudes to, and the design and 
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Managem ence Ote pub ded erious Trig mise ss partwewlranky 
important since this is the only housing program which 
makes direct provision for the poor." (8) 

Gyre Crospeciy? them trend’ toward emon-=prorie Gand 
cooperative housing policies was an attempt to meet some 
OLCbMe Cr ivicism ofipubitiic housimgqrbysencouraging: the 
dispersion of low income households among other house- 
holds in given projects. The establishment of the non- 
profit and cooperative programs as a replacement for 
public housing projects was one of the recommendations 
of the Hellyer Task Force: 

Greater encouragement be given to the limited 

dividend, non-profit and cooperative projects 


as a means of providing adequate accommodation 
for lower-income) groups, (1969) %p. =37) 


4.4 Non-Profit and Cooperative Housing Programs 


With amendments to the National Housing Act in 
1978, the main thrust of the federal government's social 
housing policy(9) has been the Section 56.1 Non-Profit 
and Cooperative Housing programs.(19) fThese programs 
haves been criticized on various ("counts in iseveral 
studies. 

One ‘document by Canada Mortgage’ and Housing 
@orporation (1981) introduces “options for” possibile 
@irections to resolive social housing policies. This 
report criticizes current social housing programs (pDoEn 
Hublaic housing and the Section 56.1 programs) "on two 
counts: 
ts The subsidies treat people in the same income and 


household size class unequally; those who are in it 


ES 


benefit from substantial subsidy; those who are not 
obtain no direct benefit. (Fallis (1980) makes the 
same point.) 

be The subsidies are regarded as expensive, on the 


grounds that per unit subsidy costs are high. 


Another CMHC (1983) study evaluates the Section 
56.1 programs, to determine the extent to which the 
programs are achieving the objectives established for 
them, as well as to assess the continued rationale for 
the programs and their broad impacts and effects. (The 
objectives of these programs are set out in subsection 
4.2.) ,,Inuitswen, aluatiton, \CMHCxsi bmi ts tehatwbwokout of 
the three objectives are likely to be in conflict with 
the objectives specified in program manuals. For one 
thing, the achievement of a mix of incomes among Section 
56.1 households conflicts with the stated objective of 
focussing on low and moderate income households. CMHC 
also argues that the achievement of increases to the 
stock of rental ‘housing’ conflicts with the objective of 
PrOVIGIng Housing. atamint mum cost. This is because 
additions to the rental stock are generated primarily 
through new construction and the cost of providing such 
rental: housing iis) higherptham jthe cos thofe lacquar ing 
existing units.(11) cmue proposes that if program funds 
were concentrated on the acquisition of Nomen Gost 
existing units, more units could be made available to 
low and moderate income households. However, this 
approach would increase the stock of rental housing 


minima Wwiy WC ROSS, ep. el Cys 
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In its assessment of the Section 56.1 programs, 
CMHC suggests that they "are ineffectively targetted to 
those’ most in need" (1983, p. 8). CMHC reports that 
between 47 and 69 per cent of the households served by 
the programs would be considered to be low and moderate 
income. Only 21 per cent of the programs’ recipient 
households fall below Statistics Canada low income cut- 
OfEs aha Mthougneitheoincideres fomeneedthorasocial 
assistance is overwhelmingly concentrated among this 
income group. This report provides three reasons to 
account for the relatively low achievement of this 


objective: 


ave Subsidy arrangements for programs require that a 
mix of income groups be accommodated to ensure that 
projects are viable. 

Pay No operational definitions for low and moderate 
income are provided in the delivery of programs. 
Tivseitpliles*tiateno fl emeguide lines are 'nap. ace 
to ensure that low and moderate income households 
are served by programs. 

oe Tt is observed that although programs are designed 
to serve low and moderate income households, 
affordability problems are created because of the 

high level at which market rents are often set, (12) 

An analysis of the {lower end of market nents 

indicated that rents are unaffordable to senior 

citizens with incomes below median renter incomes 


or for family households in some centres living in 


recently-committed new units. 
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In its summary, CMHC concludes that: 


The findings with respect to low and moderate 

income identify inconsistencies between the 

design of the programs and the objectives, as 
wel. was ~the,.lackwotfaispec bii.cwguade ines 

related to this particular objective. (1983, 

Deaeo4a) 

Clayton Research Associates (1984a), extracting 
from the 1983 CMHC study, suggest that the problem with 
the program is that, by design, the large subsidies are 
diluted by divading thevtoralsubsiay) fundsinote ony 
among low and moderate income groups but among others as 
well. This occurs because subsidies are provided to all 
units to bridge the gap between break-even rents and the 
low end of market rents. The result is that: 

Rather than subsidizing only low and moderate 

income tenants, non-profit and cooperative 

houSing divide the subsidy among all tenants. 

irs 3.21) 
Clayton Research Associates also identifies a signifi- 
cant variation among non-profit and cooperative projects 
in terms of providing the income-tested units necessary 
to house low income tenants. Fifteen per cent of the 
units surveyed by CMHC were in projects where there were 
no assisted households. A further 14.2 per cent were in 
projects where less than 10 per cent of the households 
were assisted. | in these, projects, almost all of; the 
subsidy available was used in lowering rents for all 
tenants; there was none left for the extra assistance 
necessary for income-tested tenants (1984a, p. 33). 

On; 2° {sami Var note, che -‘Giby of Torontolss (982 


Annual Report criticizes the 56.1 federal programs. as 
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being an inadequate response to housing needs of low and 
moderate income households. Concern is expressed about 


an absence of a coherent overall housing policy frame- 


work: 


There is no comprehensive housing policy stra- 
tegy, at either the federal or the provincial 
level, which ensures that taxpayer dollars are 
spent efficiently, that program development 
andemodiEtrcations ls .orderly “and not. adsioc, 

and that those most in need receive the most 

SbEenNtVOnN (CACY Of rOnonto, NOS 3 ae) Oy). 

An analysis of the operations of Cityhome - Metropolitan 
Toronto's municipal non-profit program - in the Annual 
Report (1983) revealed several limitations of the Cor- 
poat ponlrto') resipondeetom th eon 6 ed Skit A. Ah eam os e 
disadvantaged groups. The view put forth is that the 
Corporation's growing success has been seriously under- 
mined by reduced resource allocations. As well, a 
number of program restrictions hinder the City in meet- 
maigixit’ss sthaittedinob jectipve toi ten'sS ura ngeethaty tall: heats 
citizens are adequately housed. Ine pant cite bAetiec 
municipal non-profit program completely excludes lower 
income, non-senior singles and couples (and this group 
is becoming a sizable and especially hard-pressed compo- 
nent fof ‘bhe (Gnty’ s) popmiia tioncaccoEdimger£opthisereport 
and others). 

The Canadian Council on Social Development (CCSD) 
(0G?) presentse$a broader pieimspecitive jongtme 5.624 
programs. TMheS@Counci lL obsemvues that enon=prorle and 
cooperative housing developments have provided housing 


for families and senior citizens, principally by means 


Shecehabd liitationsinetheMinner? city. Whe cooperative 
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societies have provided dwellings but the Leve lnof>ipra> 
duction has been disappointing. For instance, in 1975, 
three per cent of new or rehabilitated stock was gene- 
rated by this sector (see Table 2). Clayton Research 
Associates (1984b), S combining the 1981 census figures 
on the occupied rental stock with estimates of rental 
units completed since the census, calculated that ap- 
proximately.~12. to.,13.pern .cent of ,Ontamios) renteds stock 
is-owned by the public or third-sector (Cine tudes: non 
profit and cooperative housing projects) (p. 76). 

CCSD (1977) undertook a partial evaluation of the 
delivery mechanism and exposed some problems plaguing 
the third sector. The main problem was found to be the 
lack of development capital. Federal start-up funds, 
federal and provincial financing for resource organi- 
zations and changes in CMHC mortgage fund advancement 
policies have all been available. However, none of 
these have been sufficient to overcome the problems 
resulting from ithe’ lack» of front-end: capital. funds. and 
development expertise. Moreover, funds for community 
resource organizations are not secure. CCSD submits: 

Relative production levels will not increase 

as long as production is totally dependent on 

the efforts of small individual groups, each 

investing the majority of its limited time and 

energy in the pre-development phase of 
prowess a1( 449.7 TH ip eel 6de) 

This study reiterates the claim made by previous 
studies that present break-even rents in some non-profit 
hous@eng (prov ects, are, not attfordab le <form Lower income 


tenants. What is urged are more rent supplements: 
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since economic rents. in°new projects are so 

high, one wonders at the restriction of rent 

suppilLenentatton to Zo 4perecent lof theruniuite. 

There could be a need for deep subsidies 

acrossmMalas the Uunarswso that’ exem moderate 

income tenants could afford the rents. Tet 
this isinottdone? theré *is’a strong danger of 

a large income gap developing between the very 

low receiving supplements and those able to 

Povs ccornonteerenbs. (CCSD, 1977 ..p. 13/6) 

Thus, a possible problem with moderate income 
affordability is identified. 

Many of the studies cited tend to suggest that 
public, non-profit and cooperative housing programs have 
been inadequate in meeting the housing needs of low and 
moderate income groups. Available data tend to support 
this viewpoint. With regard to public housing, Table 4 
mdmcates thettotal waltingqeiss OhonvOntariea Housing 
Corporation (OHC) rent-geared-to=-income housing. 
Ontario-MOMAH (1983) points out that the increase has 
been for 'families' and the senior citizen totals have 
actually continued to decline. Also, most of the units 
that became available in this period were for senior 


caitritz erisid 493 3,,8pps 66=67)< 


Table 4: OHC Rent-Geared-to-Income Housing 
Historic and Current Waiting tists 


1976-1982 
Senior 
Year Families Citizens Totals 
1976 7. 7945 19.9245 3:747060 
O77 137.807 LSS WAS 20%, 550) 
1978 71, FOS 11,468 22H483 
1979 10735 8,041 18 226 
1980 10,697 yas, 05 18e7i2 
Eos 12,457 Py Lo 19,690 
1982 179 74 6,947 245.921 


nn 





SOURCE: Ontario Housing Corporation. 
Reprinted from Ontario-MOMAH, HORS AtD.mOws 
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CMHC., data afors.the. fold inon=profiseipregrans rx prior 
to 1978) indicate that 86,per cent, of tenants. in inon- 
profit and cooperative housing in Ontario had annual 
incomes of under $20,000 and 25 per cent under $5,000; 
46 per cent were individuals. (Most senior citizens and 
nearly all ‘special housing’ residents fall into the 
category) ofs individua hsjA)qyEorty—two per ‘centeof abt 
tenants and 27 per cent of market-paying residents had 
onex orsmore. chi bdten) (Woods? Gordon,’ 29:8 lFeppwie26 —29)- 
Ontario-MOMAH (1983) suggests that some family and 
senior citizen residents appeared to have an affordabi- 
isy problem.(13) The Ministry bases its position on 
CMHC data that 32 per cent of senior citizens and 14 per 
cent, of families, -whoiwere not in rent-geared-to-income 
units, were paying more than 30 per cent of income as 
neh titWoodsiGordonprih Silyh py 2 9%) 

CMHC data for the Section 56.1 non-profit programs 
(19978 conwands) can, Ontar iowi ndicaterithat taboutt264 per 
cent.of families .and 55 per: cent of «senior ‘citizens! (pay 
more than 30 per cent of income for rent. Within these 
groups paying more than 30 per cent, about half, or 10- 
15 per cent of familiesgand-25-30 per cent of senior 
citizens, pay more than 40 per cent of income (Ontario- 
MOMAH, 7810.87? ip. 7/5) 7) walle win 1s try siegesits that 

Over ‘time, if rents* tincrease )fa@ster than 

incomes, this affordability problem would be 

greatly exacerbated (Ontario-MOMAH, 1983, p. 

150% 

Im, addition ~Pthesirap itd ly esca lat ingecoseoge 


constructing and operating public and non-profit housing 
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projects has become a growing concern among government 
officials. Consequently, alternative approaches have 
been advocated to replace the existing housing 


assistance programs. 
4.5 Housing Allowances 


Outside of government, increasing attention during 
chesl970s' was given to the question of the adoption of 
shelter/housing allowances. This has been partly stimu- 
lated by experience with provincial schemes in British 
Columbia, New Brunswick, Manitoba and Quebec, partly by 
the United States' experimental housing allowance 
schemes, and partly by the increasing use of this policy 
in Europe.‘14) 

En Canada to date,  1t. seems* “that most rousing 
allowances have evolved as adjuncts to income supplemen- 
Patron pol cies, not was an inteqral part.of ther total 
Support system, but rather as a response to inadequate 
levels of income transfers (Canadian Council on Social 
Development, 1979, p.93). Eurthermore, Caradran plans 
(with the exception of Manitoba programs) have tended to 
Geisveonta targetted sapproack, UsW@ar veep Low 1 aing 
assistance only to low income senior citizen renters. 
In contrast, experimental American programs developed 
over the 1970-1980 period generally used grants based on 
a recipient's income compared with the cost of adequate 
accommodation (not necessarily the actual rent paid), 
and depended to a lesser degree on narrow target groups 
such as low income family households and the handi- 


capped, as well as senior citizen renters. In some 
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cases, even homeowners were eligible to receive housing 
ad lowances SCFra tik @ 19807 aie Jy, 

Several Canadian studies examine a range of issues 
related to housing allowances. 

CMHC (1981) regards housing allowances as offering 
clear advantages in addressing a wide range of sub- 
standard housing problems. LLnL ES eopdn i ony hen sing 
allowances allow freedom of choice in terms of a 
dwelling; they apply primarily to housing; they are 
comparatively easy to administer and most importantly, 
horizontal equity is achieved since all members of the 
qualifying groups are eligible for housing allowances. 

This would offer large numbers of households 

an dmméedtateroppormt wmilt yn hombrameq = tbeiss 

housing standards up above substandard levels. 

COMBHG 72, 1.9331 a uate) 

However, this report also identifies two principal 


limitations of housing allowances: 


ee They are likely to be wasteful in tight urban 
markets; 


ais They are not likely to be effective, on their own, 


in rural and remote areas. 


With regard (to the first limitation, CMHC suggests 
that; wien “a “low. vacancy rate in the: rental sector, 
households can obtain better accommodation only by 
bidding it away from others in’ the nearest higher income 
groups. This raises rents and it places pressure on the 
income groups closest to the subsidized households in 


terms of income and housing need. The second limitation 
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stems from doubts expressed about the effectiveness of 
housing allowances in hinterland areas, in regions of 
generalized rural poverty, and in small towns. CMHC 
suggests that the housing problem in these areas may not 
pesOoOrdrstribution Dut of aggregate supply. Im such 
cases, ‘markéet-rents may not be ‘sufficient to meet the 
COSts Of production and to generate housing “output. 
Consequently, 

The main requirement is to enable people to 

improve what they have, or to build something 

newy,T NOU COM prov tae tiem witir funds tO b10 

accommodation away from somebody else. The 

prob Vemvisr*one? of Yagqqregate™ supp ry, “not 

GQVStra bute hon. OLS). 9.) 

CCSD (1978) provides a comprehensive analysis of 
housing allowances. This paper contains a description 
of the measures used to judge the performance of housing 
allowances. Other issues examined are: the relationship 
of housing allowances to income supplementation, the 
relative “roves vor various’ levels “of” government in 
financing and administering housing allowances and the 
design of rousing altovwancessin* iight of Contr ret ing 
aims and objectives. 

The CCSD paper also assesses existing housing 
Aisrowances™ ana turcure directions for’ publ Te "pol 1cy. 
Current” Canadian housing allowances” are measured against 
criteria that meet recipients' needs first and then are 
Ser dgaimerwrertterta that 'Satisty tne governmen. - 


administrative objectives. Similar concerns expressed 


by the recipients are the following: 


£O3 


das The assistance must be adequate to meet shelter 


costs. 
26 Tt must be accessible and obtainable. 
err There should be freedom to choose housing and 


location. 
AY. Treatment). must spew fatrein meta tulonino® other 


recipients. 


The matbn concern. of, ‘the government 2s the. cost— 
effectiveness of the assistance program. 

CCSD (1978) makes the suggestion that some of the 
public nolicy criteria mayucontal Chl awl Chaciwuen Gu reguire= 
ments and that trade-offs will have to be made (see 
CMHC i 19 835)... (Sami har wiy pestimote cont lwepemyiname, been 
recognized in public and non-profit housing programs as 
well. Lhe particinants. ab va -Sympossumene] Clb vasG CoD 
reached a general conclusion that housing allowances are 
at best 'stop-gap' measures. All agreed that "housing 
allowances will never replace more comprehensive income 
Support and publicly assisted housing programs" (CCSD, 
197 Sepa oo. 

Studres by the Association Of MMunicamal Ltilesn.of 
Ontario (CAMO) A193). and ethesocial Planpiag Council 
(1984) both express serious reservations about housing 
allowances. The AMO argues that housing allowances do 
not guarantee accommodation of a particular quantity, 
Guassist Ve omit ypewmore eine alvis perc isfiieda4] o cations In 
particular, .thismreport;ddentifiessstwo maineprob dems 


with housing allowances: 
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13 They are potentially inflationary and will rein- 
force social segregation in cities. 
at They do not allow governments to meet other social 


objectives which construction of assisted housing 


does. 


In addition, it is suggested that most housing allowance 
schemes do not provide se deep enough subsidy, thus the 
recipient is still left with an onerous rent-to-income 
ratio (AMO, 1981). 

In its summary, this report maintains that housing 
allowance programs may help to alleviate affordability 
problems for some household types in markets where there 
is a plentiful supply of appropriate housing and where 
assisted housing is neither Be avicieaiy ite Oavatca.D) leer. 
However, the authors warn that any housing allowance 
scheme must be seen as a complement to existing programs 
and if such a program is developed, it should be limited 
im scope (fo certain ‘groups and to certain markets) and 
Monitored: close ly> (AMO; -19317, ps. 24). 

the Social. Planning sCouncilst19S84)) rejects the 
viability of a limited housing allowance scheme because 
of the numbers in need of housing assistance and the 
depth of assistance. Based on their estimates, the 
Counci | determined that about 70,000 “househomcs (in 
Metropolitan Toronto only), 45 per cent of them families 
withecniataren, almost 30 per cent of sthem non-elderly 
singles ior couples without children; andwover 25" per 


cent of them elderly singles or couples, already require 


£35 


some form of rent-geared-to-income housing, or will 
require it withinabépyearsudprent ds 

Fabk«(1982s) iprevdideswa cbnoadhanad yeismor. thie 
desirability and implementation of a national housing 
program in Canada. Falk maintains that the rise in 
popularity of the housing allowance approach (as 
evidenced by the introduction of the present provincial 
plans -- See Table 5) reflects political disenchantment 
with direct subsidy programs (such as public housing) on 
economic as well as philosophical grounds. In addition, 
he submits that the approach coincides with an ever- 
increasing reliance on the use of private capital to 
Finance the production of subsidized housing units 
GS ea ann he 

Following the same Jine of argument as previous 
studies, Falk submits that a fundamental contradiction 
exists in the objectives of a housing allowance program. 
in “his opinion, witieke< ang ‘adcbowancen pr ogmane 1can 
effectively handle problems of affordability, it is not 


as effective in dealing with housing adequacy problems: 
Households may move from substandard to ade- 
guate accommodation as a result of receiving a 
housing « alelbowance, sbuta toiedo rsoPinvolves 
increasing housing expenditures and offsetting 
the improved affordability which the allowance 
program Ss antendedwro orter. (Falk, 1932, 0. 
ly) 
Thus, a basic conflict exists between addressing 
quality "and abrordaba lity oLroplems. Falk offers no 


SUqdQGestions as sCOUhow- tnias Ibasic conf Lict can be 


resolved. 
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Falk concludes that a national allowance program 
will resolve many affordability problems, however, it 
will not resolve all of the nation's housing problems. 
In his opinion, the implementation of a national pian 
without the development of a comprehensive strategy may 
lead to other difficulties, especially in tight market 
areas. 

Since housing allowances have not been a central 
focus of housing policy anywhere, literature assessing 
eurnnent houswdngalsLowances programs has been Tduimiteds: 
Falk's study does provide a brief summary of recent 
reviews by the Manitoba Housing and Renewal Corporation 
(MHRC) of its existing housing allowance programs.(15) 
The Manitoba programs are available on amore general 
basis than other Canadian plans; pensioners who are 55 
years of age and over, and low income family renters, as 
well as low income elderly renters are eligible for 
allowances (see Table 5). MHRC concluded that both 
Manitoba's programs seem to have experienced a measure 
of success in providing allowances to the intended 
users: 

Theithree to four thousand jsenzon ciruizens 

eligible for the Shelter Allowance for Flderly 

Renters (SAFER) program tend to have extremely 

low incomes and would have had housing expen- 

ditures in excess of 40 per cent: as a result 

of the program, these expenditures have been 

weduced to 25 toi30 per cent? (Falk, «l332zeip. 

£5) 

Falk adds, however, that the successful implementation 
of the Shelter Allowances for Elderly Renters (SAFER) 


program may have been due to the generally soft rental 
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market conditions existing in Winnipeg. Moreover, until 
the advent of the Shelter Allowance for Family Renters 
(SAFR) seo hain PAS DIS LMhotsing fail bowances” in® Manitoba 
affected less than five per cent of Winnipeg's rental 
stock. Falk submits that the market impact of SAFER has 
been Jimited. 

The review also expresses concern about the limited 
success MHRC has experienced with participation. In 
Igei, “less than 30. per cent of Manitoba's eligible 
elderly households were participating in the SAFER 
elderly program. No satisfactory explanation was given 
for this experience in MHRC's review. The MHRC review 
concluded that "shelter allowances will not guarantee a 
supply of adequate housing...there exists other programs 
and incentives better designed to perform this task"(16) 
GMinukeyl OS 2teps) 29% 

Mark (1981) provides some insight into how housing 
allowance schemes have been performing in the United 
States. A large-scale housing allowance experiment, the 
Experimental Housing Allowance Program (EHAP), has been 
in place in the United States since the early 1970s. 
The experiment has focussed on the responses of both 
demanders and suppliers to various housing schemes, as 
well as examining the behav iloursof admintstrative 
agencies which operate the allowance schemes. Some of 


the results indicate that: 


as Participation rates are lower than expected.(17) 
2. Much of the allowance tends to be spent on non- 


housing goods. 
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3% Repairs to make housing units adequate are often 


minor. 
4, There are small, if any, increases in rentS as a 
result of the allowance.!18) 


(Magke,, 2/984 > ininc8)) 


Struyk and Bendick (1981) determined that house- 
holds participating in EHAP experienced an easing of 
affordability problems: 

At jenrol lment,,jarents burdenseing they Demand 

Experiment sites averaged approximately 40 per 

cent. Housing allowances sharply reduced 

recipients' contribution to rent and reduced 

rent burden to an average of 25 per cent in 

the Demand Experiment sites. (1981, p. 13) 

Other studies which examine EHAP in several local 
markets in the United States are Bradbury and Downs 
(1981) and Friedman and Weinberg (1983). 

The results of the American experiment provide some 


inkling as to what one could possibly expect to happen 


in a housing allowance program in Canada. 


4.6 Evaluation of Housing Programs 


Much public debate about housing programs has 
stemmed from an unstated premise that the various 
approaches of housing policy offer alternative or 
subs tactutemsoluecions sfore tie: problem. Yeti; Si bts 
interesting to note that all of the cited studies which 
discuss the feasibility of developing a housing allow- 
ance program reach the consensus that this program alone 
would be inadequate to deal with the housing problems of 


low income groups. A general agreement exists that 
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there is room for all types of programs and that a 
diversity of programs can openate sin rMeonpuncthion with 
One another to serve the housing needs of low income 
groups. 

CMHC neatly summarizes the common view in this 
statement: 

Their impacts should be seen as complementary, 

rather than competitive, and that there is no 

sing lembest!itechnique. « CMHC, w198 1 ,/ pie 39 

Several studies cited have expressed the concern 
that concomitant to an integration of housing programs 
is the need to define and clarify the objectives of 
housing programs. These studies have observed that a 
variety of conflicts between the design and use of 
housing programs have created a deficient housing 
delivery system. (19) Various studies have attempted to 
offer their own insights into the crux of the problem. 

Both Cudesing worth eek9 30,)rnand thearOCSDatT® 7a) 
present the argument that the design and objectives of 
current housing policy have been greatly complicated by 
the political dimension. 

Some major housing issues are not capable of 

resolution in the manner of a mathematical 

pugzilbe. mThere-asano might *answens) atemost 

theres is? aresliiine *ofe poll reyqwhiehwvappears) to 

meet the: largest degree, of- acceptance on. the 

parteofitthoses pa nptiledipating’ 1nethelapols cy= 

making’ process.! (Cullingworth, 1980 px,21) 

The —GCSD “recognizes thateeaimut tiple cut yO farine 


terests are involved in the housing delivery system and 


suggests that: 
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well, 


Policy formulators and policy implementers 
respond to differently perceived needs and 
goals, causing tensions and resulting in a 
deficient housing delivery system. (1977, p. 
ESy) 


Taking note of the subtle political dimension as 


Fallis presents a critique of the situation: 


Housing programs in the past have evolved ina 
chaotic and ad hoc fashion. A program was 
initiated in response to each complaint, but 
only a small fraction of the eligible was ever 
assisted. There was no systematic exploration 
of the rationale for government intervention, 
no assessment of the fairness of the entire 
pobicyvand alitttlevattemptaitonmplacesepol icy pen 
the threads contex th ofiteurancome YeecurTrpey 
systemen (198: b7 pn; 02:2—28)) 


As a remedy, Fallis suggests that: 


It is of fundamental importance in the design 
of housing programs to understand whether the 
purpose is’ to Vincrease the consumption, of 
housing or to raise the well-being of the 
participants... | (19eteep. 13) 


He argues that a program designed to raise the well- 


being of the household would offer assistance in cash 


with 


no constraints on how the money is to be spent. 


An 


equal cost program, designed to maximize the increase in 


housi 


ng .consumpt1onjeiwoul dseoffier tabiquant i ty sof Ahousing 


at a reduced price, such that a household would end up 


consu 


ming more housing and less of other things. 


Dns @csviimitdva roy medinge Markonlsh oSsle)i sp Rese nis 


argument: 


Ley the, /goalw wih. pol rey. 1s. to. maximize bhe 
utddsity sand, ichoiicemofeebhesihousehod dijesthen 
surely the unrestricted cash grant is the 
preferred method of delivery. If, however, 
the oal. as) toensure the ‘consumptroniwor 
adequate housing, then the supply side program 
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the 


described should be emphasized. Unless this 

Simple but fundamental question is answered, 

the choice between policies and choices will 

remain difficult, 1£ not impossible tocancwer. 

CLI Tpt r94 

However) both) Falls sands Mark saenmttd cismonOretie 
"something for everyone" approach to housing policy 
ignores its political attractions (Cull ingworth ys slos0, 
ree). | 

To improve the design of housing policy, one idea 
put forward is that housing problems of the poor may be 
treated as income problems, not housing market failure, 
and that income transfers are a more appropriate 
mechanism for dealing with these problems than is the 
production of new subsidized housing. (29) 

Fallis (1981) advocates direct income supplements 
as alternatives to existing assistance since he believes 
Canadian housing programs should be recognized as part 
of the larger income support system. 

David Greenspan (1979) promotes the view that, the 
poor need ‘income policies’, while the middle income 
Groups. need “housing policies (op. 7). He states his 
case in explicit class terms: 

Tnesthie! present ?tpo litical ciimat er Wwerethic 

working middle-class perceives social policy 

treatment by Ottawa as fundamentally unfair 

Over a» long period compared to the soca 

policy treatment received by other class, it 

will inevitably attack some programs which 

fa viour athe {p00 ts OG 7%, tp) 

It is difficult to determine whether the above view 


is politically valid since Timitedtrveses ci iia- becn 


undertaken. on public attitudes@ito ws octal pal lucy 
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questions. This raises the point made by Cullingworth, 
that evaluation studies have tended to be concerned not 
With pomiicy, ae with programs or even with projects 
(Cul bingwobin ooo. As, well, Cullingworen nas 
observed that much of the research has been narrowly 
focussed and has lacked a contextual framework. 
Cullingworth (1980) suggests that further research is 
required which poses policy questions in the context of 
‘particularities tin=scofmmtime, slocamion, costeand ian Nnost 
of. political gandjsother tconstraintse(p. Ghz @Studhes of 
these contraints (common in the United States and to be 


found in Britain) have been lacking in Canada. 


4.7 Problems of Housing Submarkets 


Traditional federal housing programs have been 
targetted to families, senior citizens, some disabled 
people and native groups. This has brought the charge 
in. several recent studies that a large variety of 
housing needs and demands in the province and in parti- 
cular locations and situations are still not being met. 
Concern is expressed that other household types, outside 
of the traditional ones, are experiencing severe 
difficultywhing obta inindgmattordabdeshous imgd eds cand 
these households are going to comprise a large segment 
of the stotal ‘popudation 1n.coming vears.issbn wparticu lar, 
the AMO (1981) urgese thategqovernmentssprograms be 
expanded to encompass new recipient groups, in particu- 
lar, single persons and childless couples over 45 years 
of age. The Association also suggests that the eligibi- 


lity criteria should be modified to allow public housing 
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communities to evolve into a more diversified socio- 
economic mix. 

More generally, the CCSD (1978) voices the concern 
that inadequate assistance is being provided for the 
growing number of households for whom home ownership is 
not a viable option. Subgroups of the population that 
typically rent are identified: older single persons, 
sentorscitizens;, young singles and students; disabled 
persons, mother-led families, the working poor and 
Families of income levels who cannot afford a home. 

Several regional case studies have focussed on 
various ‘housing submarkets' and their immediate housing 
concerns. 

The Interdepartmental Task Force report by the City 
ofaTor on torm(1)9\82')-thoicus e's, Onia fEordabae housing? fer 
smaller households and also examines those aspects of 
affordability related to the lowest income segment of 
the unattached individual population. One conclusion of 
this report is that senior levels of government have not 
addressed the housing needs of low income unattached 
individualsAinrtermsvoFf: ‘eatheri supply tor "affordabida ty: 
The report notes that low income singles and couples 
naves neverebéen\favoured® by “federal or** provincial 
housing and rent subsidy programs. (NO rationale is 
provided.) Yet, smaller households’ represent a rapidly 
growingmsecticon’ offteToronte’s *popitlatron-and tne vw report s 
statistics indicate that this group earns less than 
families as a whole. The report strongly encourages the 


creation of smaller units. 
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A> City? o£) Toronto; Planning” Board’ (19975) report 
focusses on the problems of low income single people in 
Toro ntos A number of trends aha ident froeved> -= 
indications point to an increase in supply for single 
people with high and stable incomes, but a decrease in 
supply for those at the lowest end of the economic 
scale. Concern is expressed that single people on low 
incomes in en will be increasingly hard-pressed to 
secure housing at prices they can afford. Several 
implications related to this situation are noted: 

Low income individuals will be forced to 

either share accommodation, make do with a 

lower quality of housing, or spend an even 

greater proportion of their income on rere. 

(CItyV2ZOE Toronto, Pa anningsboard, 19757) peas) 

This report suggests that assisted housing programs 
should be expanded to provide accommodation for low 
income single people.‘2?) 

One major finding of the extensive report by the 
Regional Municipality of Waterloo (1982) is that govern- 
ment programs being used in the region for the delivery 
of assisted rental housing have been insufficient for 
meeting the expected need for assisted rental housing. 
In their view, there exists a serious need for addi- 
tionad assis te d*‘nentals housing for tsi nigikte (parent 
families and few supply mechanisms are available to 
deLiver these. units.) This ts tudy) al soseesaaneedufor 
additional assisted rental units for senior citizens. 

The CCSD makes the claim that federal and provin- 
ciadje hovsingssproduction Sprogmams sareenintr easing iy 


failing to meet the needs of low and moderate income 
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famihiesjwith: chiikdren ~ho7?, cp. alsa)sertie number of 
families on the OHC rent-geared-to-income housing wait- 
ing list (Table 4) provides some support for this claim. 
The CCSD observes that currently, only about one-third 
of new public housing commitments by the federal and 
provincial governments are designed to house families. 
The remainder are being allocated to the elderly or 
sap ecHesliefgoroups 5600975 hins (256)- Ingladadi ovens! only 
forty per cent of the housing currently developed under 
the non-profit and cooperative sections of the National 
Housing Act is intended for low and moderate income 
families. Most of the remainder is for the elderly. 
Furthermore, it is maintained that CMHC's assisted 
rental program, designed to encourage private entrepre- 
neurs to produce rental housing for families, does not 
for the most part result in ground-oriented units most 
Suitable for families with children. The assisted home 
ownership programs operated by both senior governments 
do provide ground-oriented units but the Council notes 
that these units have tended to serve middle income 


groupsntoe an eincreasing wextent’ (CCSDi" MO7mPa pe FEST). 


4.8 Summary 


This review concludes with a brief description of 
what seem to be the most pressing unresolved questions 
that need to be considered in future housing research. 

Since the early 1970s, government concern has 
focussed more on the growing subsidy requirement for 
housing by low income households. Bhis raises several 


important questions: 


ie 


lec Is it reasonable to expect a public and non-profit 
housing program to produce sufficient units to meet 
the financial need present among the elderly and 
other low income groups in the population, given 
the magnitude of current subsidy requirements? 

ve What alternative approaches are available to deal 
with the housing-related financial problems of low 
income groups? Closely associated with this is the 
guestion of the degree of success which a housing 
allowance can be expected to achieve. Tota lbso 
depends on the extent to which Canadian housing 
problems are exclusively problems of affordability. 

Bis What is the appropriate role of government in the 
hous 1ng iitrel d2asineGanad aiyasthousn ngtpolcicy 3,4:2094 
large extent, takes the form of governmental inter- 
vention in the private market, and thus the 
relationships between public bodies (at all levels) 
and the private market in the housing market are 
crucial. Equally so are the relationships between 
the federal, provincial and municipal authorities 
(Cul da ngworst hia s Opvatps Ose The issues are 
founde dy bn \jitir sda ctronal) econ Geminis lbs roinida 
practical level, the principal issue is, how will 


the programs be financed? 


Further research in these areas would develop a 
greater understanding of the major issues which affect 


the formulation of Canadian housing policy. 
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Notes to Section 4 


(1) 
(2) 


va) 


(8) 


eo) 


(10) 


ee) 


Dominion Housing Acts £935) nv S226, Ceorgem vaca 158. 


The Rent Supplement Program, the Community Inte- 
grated Housing Program, and the Accelerated Family 
Rental "Housing Program were "Starred in. Ontar.o- 
see Ontabro Economic Council (197 6)eand ontario 
(1975a"for a Giscus's ion®fof*? theme trhese programs 


are now dormant, except the Rent Supplement 
Program. 


Canada, Federal Task Force on Housing and Urban 
Development (1969, 19). 


S. Goldblatt (1966); 
Peter Barnard Associates (1975). 


MacMillan and Nickel (1974) provide some empirical 
Support of the argument that public housing may not 
be the most efficient use of funds. The authors 
compare the “cost’s "of public "rousing “and =l00) per 
cent rental supplements paid to welfare recipients 
in Winnipeg in 1971. They made crude estimates 
that it was about 38 per cent less expensive to 
provide housing through rent supplements than 
through public housing: the “annual, (cost sof pup? tc 
housing ‘was--about* S176" mil Lton™ for? 817~ housenolds, 
while the annual costs for these households with 
100 per cent rent supplements was about $1.0 
Mons 


Bor ‘a discussion om equity, refter to Section, ne 
Distributl Verb rrects Of Ren ce ReQUa Leos iets 
literature review. 


Ue Barcy cumerngqwortiy Clos.) 3 bf) 


In government documents, social housing refers to 
the" problems* of “those” households who” fack the 
means to buy or rent housing that provides them 
with a reasonable standard of space and "quarity.. 
(Canada Mortgage and Housing Corporation, 1981). 


In these programs, “the provincial “andsnuni cipal 
governments provide rent-to-income subsidies com- 
parable to ‘those in public housing in ’a portion of 
the dwellings provided by private developers or by 
non-profit corporations or cooperatives societies, 
Weuallyiup to 25 per Cent Of et hesan ts. 


Clayton Research Associates (19842, 36) note that 
the average per unit cOst Of New project omic. 
Was $53,700, compared €0 an average sper Unit cost 
of $29,200 for existing projects. 


MAS) 


C12.) 


Crs.) 


(14) 


Kthc/e) 


(18) 


C202) 


The Social Planning Council of Metropolitan Toronto 
(1984, xiii) explains that the low-end of market 
rents under the 1978 program are based on the non- 
controlled stock in surrounding neighbourhoods 
which in many instances represent rents well above 
the average for private market rents as a whole. 


For a discussion on alternative measures of afford- 
abi Lityveneme her whose ct uonws;. Rkenbad«Heols ing 


Affordability, in thisaliteratune review. 


In general, see K.F. Watson, F. Ermaprtipsaind WwW. 
Hamilton (1978). 

On the British scheme, see J. Barry Cullingworth 
(1.931094, : oer On) es 

A useful summary of the American experience is 
Frieden (1980). 


The review of Manitoba housing allowance programs 
may be found in Minuk (1982). 


Falk (1982), the Social Planning Council (1982) and 
Canada Mortgage and Housing Corporation (1981) 
suggest .that..public. and .nonsprofne housing, for 
example, may be better supply programs. 


Marks (1984) states that some groups were unwilling 
to participate in the program. 


Welfare recipients, households headed by a member 
of a minority and single-parent households partici- 
pated more than households with earned income, with 
a non-minority head, or with two spouses. The 
elderly had low participation rates, as did home- 
OWN CS. 1 Ns CODE E150 et One en bois, Wistkh, tie 
exception of the- elderly, .participation.awas thus 
higher among households that tended to have afford- 
ability problems. Some households preferred to 
live with their affordability problems and refused 
to move or upgrade their dwellings. The reasons 
most often given were ties to the neighbourhood and 
scepticism about finding a better unit; discrimina- 
tion<akso hindered, the mob) listivscofathebmpnonity 
group members (p. 71). 


Struyk and Bendick (1981) state: 


Programs on the scale of those tested in EHAP -- 
including an entitlement program (universal 
coverage subject to eligibility and participation) 
in two markets -- will cause little if any infla- 
C1OnA wn Len lS «LO Gear eclOnentseasanidano, LivteLakiLon.at 
ail adn ren tswroceoe ne eerie 15) 


In particular, see the studies by Canada Mortgage 
ang Hous ing sCOrooratvon (1.931 )° and the: Ciry (of 
TOPON CO Looe. 


See, for example Smith (1971) 
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(2h); Por tasdetai led discussion, *see.Sectiones,-Rentat 
Housing Affordabulity oun tthis guiceracuke review. 


(22) Data on the magnitude and costs of expanding 
assisted housing programs could not be found. 
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SECTION” St” "SECURDTY: OrwleNURE 


This paper reviews and summarizes literature 
relating’ to securrtey: Of tenures ?@ The ain 1s tro-tdentify 
and organize the material on this topic. An emphasis 
has been placed on relevant Canadian literature and on 


works published in the past ten years. 


5-1 Recent Developments 


Security .f tenure. did not dadiimLecognitton- Or 
importance in landlord-tenant law until the late sixties 
and early seventies. Rabin” (Possyprov rdes—aproad 
analysis of why landlord-tenant law changed dramatically 
in that period.” This study ts specititec tothe Untred 
States .but many (of <the. doctrinal. changes-wht-ch—took 
place in American landlord-tenant law have also made 
their way into Ontario's landlord-tenant law. Rabin 
(1983) notes that” the doctrinal changes increased the 
degree of tenant protection, beyond security of tenure. 


Some of the more significant changes are the following: 


1. The! landlord now ihas the duty to repair all 
defects on the premises, regardless of when 


they arose and even if tenants had agreed to do 
SO. 


2. The retaliatory eviction doctrine grants broad 
protection to tenants. 


3. Just cause eviction statutes are intact. These 
statutes permit a landlord to evict a tenant at 
the end of the lease term only if the landlord 
has= gust (cause to do so. 


4,5 eSome, restrictions, .on .condominiLum,conwersion 


(temporarily or even permanently barred) are 
now in place. 
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5. Self-help rememdies e.g. cut-off of -a® tenant's 
utilities, water and other service by landlords 
to .obtain possession are now prohibited by law. 

Rabin suggests, that’ Ehese -doctrima lec hanoes 
occurred as a direct result of developments, 
occurrences, attitudes and conditions that exictedsin 
the preceding decade. The late isi xtresswacea period 
during which the general public developed an increasing 
sensitivity to social issues, became more perceptive and 
socially-aware and nurtured a desire to improve the 
quant ity,. “quality *and: “affordabi hity ofr nousiag: Rabin 
cites a number of occurrences which came into play to 
reinforce these attitudes as well: 

l. The civil rights movement created a climate of 
activism and became a dominant force which 
caused changes in landlord-tenant law. 

2. Opposition to the Vietnam War reflected itself 
in unrest, “1m Amertcanm art; culture, emusic and 
mores and consequently, in discontent with the 
way things were. 

3. Institutional changes e.g. the establishment of 
legal services offices, staffed with idealistic 
and energetic lawyers participated in most of 
the test cases establishing tenants’ rights. 

In comparison, Rabin states that rent regulation 
legislation arose, in response tojansecononilce) ocean 
inflation —--— rather than, to social or) ante bectual 
developments. 


A number of Canadian studies address themselves to 


At least ‘some aspects of the evolution one and lord. 
tenant law. 


PoLucy = ODeLOns =7feu Continuing Tenant Protection 
(1978) notes that in the 1960s, it was obvious that the 
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law was. not functioning efEiciently .im- resolving 
problems between landlords and their tenants. Part of 
the increasing awareness of the legal position of 
landlords and tenants was due to the large growth in the 
number of tenants, both in terms of their absolute 
numbers and as a proportion of the population. From 1961 
to 1971 the number of tenants grew by 70 per cent from 
483,500 to 825,000 in Ontario. During the same period, 
tenant households increased from 29 per cent to 37 per 
Gent Of atl housenolds.\.) 

The first few sections of Cullingworth's paper, 
Security of Tenure (198), (‘describer and auseuss the 
events which led to the provision for residential 
Cenancy faw in "Ontarvo. Prior po ies oo: tment or Fhe 
Landlord and Tenant Act 1969, the law heavily favoured 
the landlord as against the tenant. For example, a 
tenant had to continue paying rent on a house which was 
completely destroyed by fire. The landlord was not 
required to warrant that the premises were fit nor that 
he would repair them at the start of or during the term 
of ‘the Vease. (Rut, according to Cuil lingwontn,  socwet 
and economic changes during this period made this state 
of affairs unacceptable. Cullingworth does not identify 
the social and economic’ changes "which Wook” place, 
however, some of the changes in attitudes identified by 
Rabin for the United States are likely to have found 
their way into the Canadian environment. 

The “1962 "Ontario Law Reform Commission “COLRC) 
Reporte providesra tnoerougm discussion on traditional 


landlord-tenant law in Ontario. The report reviewed a 
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number of the consequences which the law prior to 1970 
produced and identified a number of matters on which 
immediate legislative action was required. The 
Commission summarized the reasons for the law falling 
behtndthe ‘needs o£ both sland lords “and tenanteewith 
respect ‘to residential’ tenancies Tain tite stroll owing 


manner ¢ 


The common law of landlord and tenant,wover 
the centuries, has not developed any legal 
philosophy. based on “a “theory. of vy 1 te! 
interests. The single most important feature 
of landlord and tenant law is the existence of 
the leasehold "estate" of the tenant. The 
vesting of the estate in the tenant underlies 
the rather fixed nature of the law and has 
caused courts to determine thewredn cmon 
Cenants according "torvr1T gran land wawnpeiic. 
ples, rather than in accordance with the more 
realistic development of contract and tort law 
which would apply in the absence of the estate 
theory Landlord and ‘tenant’ Vaw*tiss not "ined 
consistently logical sense concerned with the 
interests of landlords and tenants and it has 
not even attempted to define them. Envra 
sense, the common law of landlord and tenant 
is. mechanical in that its conclusions as to 
the rights of the parties are based on the 
fact of ‘the Testate”,, not on any ereaw te ce 
standard of vita] interests which the law will 
endeavour to protect (OLRG,. 1962, p.. 10). 


The Commission made a broad range of recommenda- 
tions which formed the basis of The Landlord and Tenant 
Acteinehy Eom sThe ma in’ thrustsoro the Commissionisiconsi= 
derations was to achieve "a fairer balance of rights and 
Bein gutaene between landlords and tenants". The Act did 
hote@prowiderfor sdeciri bySokstenureysbubere diidprovidce 
new” legal: ‘procedures “for eviction. Secure Ort) 
providestthat “unless “a tenant’ has” vacated” ormabandoned 
rented "premises, * "the Vandlord=’"shaltl not—regain 


possession of the premises on the grounds he is entitled 
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to possession except under the authority of a writ of 
possession obtained". The court can refuse an applica- 
tion for an eviction order ona number of grounds stated 
injgtheyAct: 

The, Act. also provided, for,the, establishment), d by 
municipalities, of Landlord and Tenant Advisory Bureaus. 
The functions of the Bureaus are to advise landlords and 
tenants in tenancy matters, to mediate disputes between 
landlords and tenants; to disseminate information for 
the purpose of educating and advising landlords and 
tenants concerning »rentasheprac tices © Pohits pand 
remedies; and to investigate complaints of conduct in 
contravention of the residential tenancies law. 

Effect iwel.s epitiembe try (ly, 198-2). bhenskes ident rad 
Tenancy Commission has assumed the responsibility for 
advising the public on all landlord and tenant matters, 
a function until then performed by the municipally 
operated and funded Landlord and Tenant Advisory Bureaus 
(Residential Tenancy Commission, Report to the Minis- 
te reas? 783s “oie 

TLhes29:72.. Ontaxnio «Law |~Reforms.Commisssi On dReport 
investigated the operation of certain provisions of 
The Landlord and Tenant Act. The Commission expressed 
concern that some landlords were attempting to obtain 
possession by the withdrawal of essential services such 
as heating, gas, electricity and water. The Commission 
made the recommendation that the practice should be 
statutorily prohibited. This led to a 1975 amendment to 
The Landlord and Tenant Act, which prohibited self-help 


remedies by landlords as described above and also 
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prohibited landlords from interfering with the "reason- 
able enjoyment of the premises for all usual purposes by 
antenante..siSecwidnfL0744) 1% 

The -OntariomMinistry of i Minieipal® Affairs and 
Housing report, The Impact of Rent Review on Rental 
Hous kngviniOntario1(1d 982 wbhnied lye new fewsyiehemev ents 
which led to the revisions to The Landlord and Tenant 
ACteinglon Oy andyins)9n.5% 

All of the above Canadian studies state that, in 
onesway.or another, the: meyisionsatorelhetbandionrd and 
Tenantintket, wespec9t ablymthemlIAiineavis veonpetied toia 
dramatic dancrease fin* tenants’ ®righes tand@a dramatic 
decline in landlords’ rights. More importantly, part of 
the literature (OLRC, 1968, 1972; Ontario-MOMAH, 1982; 
Makuch and Weinrib, 1984) tends to support the idea that 
a transfer in rights was essential] to achieve a fairer 
balance of rights for landlords and tenants. The follow- 
ing statement is indicative of the Ontario Law Reform 


Commiss lon's!iconcern: 


Due largely to their feudal origin and a pre- 
occupation with =proprietary 7ivterests7 sthe 
rules governing the relations of landlords and 
tenants: permitted’ themscales Stor be Mtipped 
substantially in favour of the landlords. Our 
concern was to redress that imbalance. (OLRC, 
WO7.2, Der 6) 


In a similar vein, the Ontario-MOMAH study noted that: 


The revisions: to The Land Jord sande lenanteAct 
whitch &camel Sn hoswett oc ues nv AO 70's Garteag stro 
redress the balance (between landlords and 
tenants )< Pb (provide de tform inh emeititesit Oitimera 
separate legal framework to govern residential 


tenancies. (1982, p. 140) 


In their introduction, Makuch and Weinrib (1984) suggest 
that the 1970 amendments to The Landlord and Tenant Act: 
Can be ‘seen as the law catenhing -up to 
society's view of fairness and reasonableness 
in the relationship. The amendments were an 
attempt, intishopt, sto alter thetlandtcrd and 
tenant relationship so. that it would. reflect 


society's view of what a reasonable relation- 
ship between landlords and tenants was. (p. 6) 


5.2 Complementarity of Security of Tenure and Rent 
Regulation 


There appears to be a general consensus that secu- 
rity of tenure and rent regulation must go hand in hand 
rf.either degislation is’ toabe effect imea wTthe Impact: of 
Rent Review on Rental Housing in Ontario (1982) presents 
the argument that the necessity of having both security 
of tenure and rent review are related to the concepts of 
economic eviction and of retaliatory eviction. With 
respect to the concept of economic eviction, in the 
absence of rent review, a landlord may force a tenant 
out of the rental unit by using a large increase in rent 
beyond the (faawiimarnket Value for the Woe. yin sieht 
situation, «security ofiythenure si swihinreRiectmveni h 
preventing economic eviction. Hence, the need for some 
type of regulation is argued to ensure security of 
tenure. With respect to the concept of retaliatory 
eviction, if rent review existed without security of 
tenure, landlords might penalize tenants who exercise 
their right to rent review by evicting the tenants. 

Other Canadian studies have echoed similar argu- 
ments. The Ontario Law Reform Commission recommended 


that al *form of rent regulation» shoulda’ be*am@opnted 
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alongside! security of tenure, esince “the two “are 
"Opposite sides of the coin" (1968, Der 64% The 
Commission expressed the belief that: 
Security of tenure was essential for the en- 
forcement of control on the price; experience 
is shown that as soon as security of tenure is 
let. go, «control ofep mi ce-hdiisappears.) OBRG, 
268776 D265) 
Ing such assituation,® MakuchirandiWednrii b> (1984 ista'te 


that: 


security of tenure ls coup led weonerenme 
control to meet the social welfare objective 
OLr@ratrorndable (housing. (oc) 


They continue: 


Security of tenure in a rent control system 
becomes one of the principal ways of prevent- 
ing» landlords from avoiding “rent controle eand 
from attempting to undermine affordability of 
Housing. Gp... 31) 


In the Report on Landlord and Tenant Relationships 


(1973), the British Columbia Commission recommended that 
a system of tenant security be implemented in the 
province. The Commission also put forward the idea that 
the institution of a rent regulation system might be 
Be CU ise dein, sior.delrey toms nod.t ecw henamrusimis nomi bem ng 
dislodged by exorbitant rental increases. 

One debate which has come to the fore regards the 
current balance of property rights between landlords and 
tenants. one already mentioned,» there appears to, be a 
generadl,~consensus that, thesestablishmentsyof fsecurim, ger 
tenure has produced a more equitable distribution of 


puoperty.s rag hits. Atr.the.sames» tameyseipant -o8b the 


ai 


literature has expressed the need to provide adequate 
protection o£, theypropercy sinterest) cfs barndlords 250 dings 
particular issue has generated some discussion in papers 
by Gorsky (1977), Ontario-MOMAH (1978; 1982), Cheung 
(1974) t‘andxRabin;, 42933))4 

Gorsky (1977) provides a soiibr é mene intS legal inter- 
pretation and evaluation of the 1975 amendments to the 
Ontario Landlord and Tenant Act. Of particular interest 
is his identification of a number of deficiencies in the 
Act which should be remedied. Gorsky submits that 
landlord frustrations brought about by lengthy delays in 
obtaining and enforcing a writ of possession can become 
a source that undermines the purposes of the Act. He 
contendsisiha t ithe Ac towaisia hte xs tsa iairl Se fo Iprevect 
landlords from delays since Section 106(6) does not take 
into consideration rent which accrues after the 
commencement of the proceedings. Consequently, Gorsky 
maintains that in court cases where landlords are 
successful, "additional losses may be suffered by 
landlords where the judge delays his consent toa writ. 
Of (possession 61977, “pe 6S8)8 NiGorsky"s’ Main (poine OVS 
that, the law will be judged seriously deficient by 
landlords, unless they can be assured that they will be 
able: to recover (possession for just€arse wrtnout 
unwarranted delays. 

Gorsky also identifies some deficiencies in the 
procedures established by the Act. He strongly 
recommended the establishment of a landlord-tenant 
tribunal “which? would tic hdles renings ate mightr andraduring 


the day(2), Hearing dates should be flexible so as to 
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accommodate the needs of the parties. A greater use of 
On-site inspection by the tribunal may be in order. 

The 'Green Paper', Policy Options for Continuing 
Tenant Protection (1978), reiterates the statement that 
"tortuous procedures! for eviction have become burden- 
some PLorm es band hor dse This group recommended that a 
simplified more expeditious procedure for dealing with 
rent arrears’ andveviction was"destrable 

A few studies have expressed the concern that the 
landlord-tenant law has not only redressed the imbalance 
Of rights; bu inas' §t hpped "thet balances time st avour. of 
tenants. 

The Impact of Rent Review on Renta] Housing in 
Ontario (1982) identifies legal arguments emerging from 
the United States which take the position that security 
of tenure and rent regulation may be a violation of the 
MendLondis cons tit utitonakbe right s#totproperty (see 
Chapter 8). While these constitutional arguments would 
not be applicable within the Canadian Constitution, the 
legal philosophy involved is of interest. 

Ghie fliJwveeice TailrorGt *ner Supremes Court *or 
Masseachtsettis, “n'a "case Involving eviction for, thie 
purpose of renovating a unit, took the position that: 

When eviction controls operate to deprive the 

land Nord ofatany aitevna tiv erersewor Firs 

property wrorean indefinite pertod of time pathic 
application. of such controle@meonericutcea 

taking. (Ontario-MOMAH, 1982, p. 144) 

Close ywre rated "tot thew takiirg-Vesue “Grscussed 
above is Cheung's theoretical analysis of the effect of 


price control (or regulation) on private property. In 
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his article, Cheung (1974) enunciates the economist's 
conception of private property. The owner must have 
three sets of rights to an asset or good for it to be 
private property: 

First is the: exochus ive right) tose, or to 

decide how to use, the good; this may be 

Viewed as the right ito s.exciude other 

indi viduads’ .freome its pauses Second is the 

exclusive right to receive income generated 

from the use of the good. Finally, the right 

to transfer, or freely alienate, its ownership 

to any individual the owners sees fit includes 

the right both to enter “into contraces with 

other individuals and to choose the form of 

such ‘contracts. 019/45 ep.t> sn 

In the context’ of rental housing, the interpreta- 
tion,.of, these.,.conditions: aks saswicuslows: the income 
generated by the rental building belongs to the 
landlord. Landlords and tenants will make contractual 
arrangements concerning the conditions of a tenancy and 
certain rights will be assigned to the tenant. The 
contract will specify the rights and obligations of both 
parties to the agreement. Cheung argues that rent regu- 
lation violates the second private property condition 
for it regulates rents and hence income in some way. 
However, the effects may be mild because the restriction 
of rents is not as great as under strict rent regula- 
tion. » Also; revicthomecontnonts FCa provisionjin sectaity 
of tenure legislation) violate Cheung's first and third 
necessary conditions. 

In a Canadian context, concern has been expressed 
that rent regulation and security of tenure have led to 


furthers .erosii ons» aneprtopenty jsagqhits. Ontario-MOMAH 


submits. that, ithesardse «of aboths restrictions fonsconvens ion 
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to condominium use and on demolition in many municipali- 
ties can be seen in this light (1982, p. 144). Rabin's 
study attempts to explain the rise in such legislation. 
Rabini~(1'983)Osubmittsitthatl the? rise tanel eqirstation 
related to the supply of rental housing hasmpeecirea 
direct.result of the increasing politicalvstrenguimon 
tenants. He wsugg esitsettivatin ne ntasee qu ltaitinon, “and 
condominium conversion legislation reflect the interests 
and voting power of the current tenants in a community: 

The parallel between rent control legislation 

and condominium conversion legislation is 

obvious. In both cases tenants who are resi- 

dents in their jurisdiction vote their own 
interest by limiting the rents they will pay 

and by protecting their tenant position by 

limiting conversions.) (Rabin 10 83,8 po. oes 

53) 

Other authors such as Marcuse (1978), Albon (1980) 
andeculelingworth (198i), lend support tor ene tdcamenan 
rent regulation and security of tenure have benefitted a 
partadcular !subgroup’ of tenants twithapolirtreaie and 
economic clout. 

The cited literature exposes deficiences in Ontario 
landlord-tenant law. However, the debate on the issue 
of the extent to which landlords’ property rights should 
be limited is far from complete. Two points of view 


emerge in this debate. The Ontario-MOMAH study (1982) 


holds the view that: 


Disputes: (do verathetpropem ide iin i ei onion 
property: rightsiclbe atscther veryeronerof jthe 
debate over security of tenure in rent review. 


(p. 145) 


2 aad 


As a consequence, the debate relates to views of the 
legitimacy(3) of private ownership in providing rental 
housing (Ontario-MOMAH, 1982, p. 145). Iheecont rast, 
Makuch and Weinrib (1984) find that the Ontario-MOMAH 


statement: 


Presupposes a proper legal allocation of 
rights between landlords and tenants rather 
than a socially achieved consensus on what 
nigh tsis hou! debeaulip.6) 


They continue: 


It is therefore difficult to answer any 
question that asks to what extent the property 
rights «of handlondsshowhdpberiamitedminea 
legal sense. There is no real limit that the 
law can impose. lty hel aamatkrenrwok socaHailll 
values and beliefs. (p. 6) 


scott, 1S "CO Leg van. tiat. SeCuUr Cy On wtenln omnis 
not a legal problem in the sense that the law 
can give definite answers to the questions of 
security of tenure. (p. 7) 


Atnumber,.of sauthors ‘lendosupporits to ‘thet virnew 
expressed by Makuch and Weinrib. Oosterhoff and Rayner 


(1979) emphasize that: 


Security in a society has moved from viewing 
landlords as having an absolute discretion to 
control residential realty to one in which the 
tenant's desire for security can only be 
undercut by reasonable action, not merely by 
an appeal to "property rights". (Makuch and 
Wel nwi,b 2 o84 ep. 


Similarly, Reich (1964) expresses the view that: 


Property and liberty are separable things; 
that there may, in fact, be conflicts between 
tpropertyiunignitsivand«personea leright step. 
GLY) 
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5.3 Tenant Concerns 


Some of the literature identifies a broad range of 
issues which relate tenants' concerns to security of 


Eenure. The issues can be divided into the tollowing 


categories: 
1. The economic costs associated with security of 
tenure; 
2. The bargaining position of tenants; 


3. Alternatives to security of tenure in providing 
protection to tenants. 


5.0. “Economic Costs 


Studies by Ontario-MOMAH (1982) and Rabin (1983) 
present the idea that security of tenure may impose 
costs on tenants themselves. Ontario-MOMAH (1982) takes 
the approach that the costs to tenants are related to 
CHeVeOn Ceptpof "securrey®ofl@chotcer;4Secttrrty, or cnorce 
relates to the ability ‘to move into another unit for one 
reason or another. The idea raised is that, if security 
of tenure <and® ‘rent ‘regqubatione serve tovmreduce the 
abidaityretominove rthenWsectrity of Scehoiveeriwon'l daibe 
diminished and this would offset the advantages of the 
programs to tenants. In Ontario, mobility rates are 
Stine fair by high(4) so that it would seem that security 
of choice has not been seriously undermined by changes 
inmwand lords andwtenant law. (>) 

Rabin (1983) presents the mainstream analysis which 
proposes that, regardless of intent, the changes in the 


landlord-tenant law would hurt tenants more than it 


would help them. Underlying the mainstream theory is 
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the presumption that the lower income groups will lose 
most by security of tenure. This QrouUp “Gol Scnolars 
argue that each increased tenant protection and landlord 
duty must ultimately be paid for by the tenants. Those 
least able to pay increased rents will lose more than 
they gain ‘from additional “protections. Mainstream 
analysts predicted that the increased legal rights won 
by tenants in the early seventies would worsen the 
housing conditions of the poor. Rabin identifies four 
statistics which seem to support the prediction of main- 
stream analysts that increased tenants' rights would 
cause a shortage of rental housing with a concomitant 
increase in average rents. They are: 

1. Tenants' average rent to income ratios in- 

creased significantly; 
2. Vacancy rates decreased; 


3. The rental housing business became less profit- 
able; 


4. Construction of unsubsidized rental housing 
units fell, relative to construction of other 
NOUS TING. to 3, De DO.) 

However, Rabin argues that none of these statis- 
tics, properly interpreted, indicate a growing shortage 
of rental housing. Rabin attributes the rise in rent to 
income ratios and the falling profitability and con- 
struction, of, .rental, housing, to paereduceds demandisfor 
rental housing by the more affluent segment of housing 
consumers. As well, he questions the validity of the 
vacancy rate as a measure of the tightness in the 
housing market. To many observers, a falling vacancy 


rate suggests increasing housing shortage. In Rabin's 
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view, this interpretation of vacancy rates is erroneous. 
He proposes that vacancy rates serve as a measure of the 
average gap between landlords' asking prices and the 
market equilibrium price. Lower than normal vacancy 
rates indicate asking prices that are lower in relation 
to demand than they were at some time or place, taken as 
ad norm: Rabin contends that during the seventies, 
landlords» chose® to charge existing"desirable*téfants 
below market rates in an attempt to keep them and to 
avoid the necessity of covertly using impermissible 
criteria in choosing new tenants. 

It is difficult to judge whether increased tenants' 
rights, including rent regulation legislation, have led 
to a shortage of rental housing except by empirical 
inquiry.(6) Rabin's presentation of the mainstream 
theoryhishfruitiud! unielevatingrthertopiveio€ ssherdisciras 


butional impacts of security of tenure into prominence. 
Deoee -Tenants’ Bargaining Position 


Some debate has emerged on the limits to the 
effectiveness of rent regulation and the inherent weak- 
ne sis rot Sit hreutUbanroia i nwarg y pols ftMonttonttenmamess 
Gudldeingwor thi s0b98 l)s identi filesiea tnumber oMPopposing 
views on this subject. Cullingworth's paper contains a 
discussion on issues dealing with the politics of rent 
regulations. eOne» view) holds thats rentmregulation is 
valuable as an issue around which people can organize 
and can contribute to 'consciousness-raising' about the 


workings of the housing system. 


eeu 


However, Cullingworth notes that social attitudes 
may hamper the political strength of tenants. According 
toy Cu.l/lingwor th, wae Ysoctwa hudtstancesd betweenvircne 
judiciary and tenants has emerged as a political element 
in recent years. Cullingworth makes useful reference of 
a study of the Detroit Landlord-Tenant Court by Mosier 
andi SobLewigo7Sun The main conclusion, reached by 
Mosier and Soble in their study of eviction cases filed 
and tried during 1970 and 1971, was that the objectives 
of the landlord-tenant legislation were not met in that 
jurisdiction. They argued that the disparities in help 
given to landlords and tenants indicated a bias of the 
court toward the landlord. The authors suggest that the 
bias exists because judges and court personnel share 
more common values, perceptions and socio-economic 
backgrounds with landlords than with tenants. 

Tita Ls diffi cul tetotpidge*the®s fon fitaeance, ofFOEnrs 
hypothesis for Ontario's landlord-tenant court system 
and rent review. A number of Canadian studies have 
noted a reluctance on the part of tenants to use the 
courts in Canada.(7) This could be partly the result of 
tenants' frustrations with court procedures as noted by 
the 'Green Paper'(8) or it could be partly due to the 
popularity of the conciliation machinery as noted by the 
Ontario Law Reform Commission.(9) 

Some authors like Garrity (1969) express skepticism 
of the potential effectiveness of bargaining and hold 
the view that bargaining power is positively related to 
economic power. One exception could be organized tenant 


groups which, Cullingworth (1981) asserts: 
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Given a reasonable degree of security of 
tenure and an adequate legal framework as now 
exists in Ontario, there seems no prima facie 
reason why tenants' organizations could not 
become effective bargaining units. (p. 78) 


S.3.55 Alternative Polvoete.s 


The concept of bargaining has opened the door to 
arternati Vetsystemseotiprotecting tenants: rights. mA 
number of papers present innovative solutions to the 
problem of resolving landlord-tenant conflicts. 

Ins-has a¥rticleprRose (19739 crHitietzessihertrada— 
tional landlord-tenant relationship as being outmoded 
and offers a remedy called 'mutual ownership’. Rose 
submittsorthatecmutuale ownership “(amathewsiorm om tco-— 
operative, condominium or home association) would 
eliminate conflict in the landlord-tenant relationship 
since both parties would work cooperatively as a result 
of the common economic interests vested in the property. 

Shreiber and Tabriztchi (1976) present a different 
solution to the problem of ,resource allocation jof 
housing supply. The authors argue that the probiem of 
housing misallocation can be solved by making the right 
of a rent regulated tenancy marketable. in ysuch va 
situation, tenants can sell to whomever they please. 
The proceeds of the sale (called 'key money'), however, 
are divided between the outgoing tenant and the landlord 
in the ratio of two to one. Such a system, the authors 
submit, encourages the maintenance and improvement of 
rent regulated housing since tenants would have more 


incentive to improve and maintain their own apartments. 


223 


liv this, ,formutbands sadopted,4¢xvandkordsnwt it 

have less to gain froma shift in tenants and 

tenants will not have to forfeit the whole 
value of the improvements that they added to 

the apartment -- they will always be able to 

recoup. two-thirds of it.  HShretper one 

Tabr iebohin BOs Pap. e520) 

Cheung (1979) chose to examine Hong Kong's system 
of rent control and its development because of its 
exceptional legal character. In PHONG KONG, a) L965 
provision in the law enabled landlords and tenants to 
enter into an agreement with compensation for the 
surrender of controlled tenancies. Under this original 
provision, the vacated premises remained subject to 
control, but a 1973 amendment provided that, where an 
agreement for surrender was made, the premises became 
automatically ‘excluded from control. Cet shot di we 
pointed out that the payment of 'shoe' or 'key money' by 
landlords to vacating tenants had been a tradition long 
before the ordinance was ever considered.) Much more 
significant was an amendment of 1955 which provided that 
exemption from rent regulation orders (which previously 
had been granted only in cases where the ‘public 
interest' was involved) should enable a Tenancy Tribunal 
to require payment of compensation to the affected 
tenant. Cheung comments that this "amounted to granting 
Ore Tenancy Tribunal the power of eminent domain in 
reconstruction proposals, and all subsequent exemption 
cases included terms for monetary compensation in an 
amount determined Dy Tener Te buna ‘(Cheung , (9797p. 


40). 
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Cheung suggests that many of the legal developments 
in the Hong Kong rent control system were necessitated 
by the population pressures unique to the colony. As 
wel] ein Hong Kong.~theresis nos fuxed price convention; 
people bargain over everything. These special circum- 
stances may explain why similar provisions in other 
jurisdictions have not been found.(10) 

Spivak (1980) describes a Long Island community's 
method ofanegqoviationiWinGeresol Ving ‘rent and="Vease 
conflicts. This community was an apartment complex 
located in an area in which rent regulation law had not 
been adopted. At issue were the rent levels and short 
leases proposed by the landlord. Tenants were dissatis- 
fied with the proposals and petitioned for adoption of 
rent regulation. However, a compromise was reached to 
the benefit of both tenants and landlord. Some of the 


features of the agreement were: 


ie Future rent increases would follow the published 
guideline rates as established by the rent guide- 
line board of the county: Utilsty pass=*snrougns. 
would be allowed if the board approved them for the 
county as a whole. 

2. Present tenants would be offered one-, or two- or 
three-year lease renewals. New tenants would be 
offered one-year leases only. 

3. Rents for new tenants would be determined by the 
marketplace, thus eliminating any controls on 


apartments that would become vacant. 


pa) 


4. The rent charged senior citizens, whose low income 
qualified them for a property tax reduction, could 
only be increased by one-half of the allowable 
rate. 

(Spi var, 19980,) p06 )} 
Cullingworth (1981) notes that the area concerned 
appears to have been a settled, middle-class and arti- 
culate community. That naisess abhepsquestmonetabout 

whether it would have been easily possible to achieve a 

similar compromise in a different type of community (or 


one in which rent regulation had already been imposed). 


5.4 Summary 


This review has examined and summarized issues 
relating to the current structure and potential impacts 
of security of tenure. A number of general points can 


be derived from the literature: 


he Security of tenure and rent regulation must co- 
exist if the perceived intent of both pieces of 
legislation are to be met. 

an Security of tenure has become an accepted doctrine 
in landlord-tenant law. Security of tenure legis- 
lation has offered some protection to tenants in 
terms of 5 eee degree of control and security 
over their housing. 

Sis Securitysoff te nvurewhas« prov rdedwmad basis ifor 
organizing and common action. In general, present 
tenants have become more affluent, better educated 


and more politically sophisticated than tenants in 
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past decades. These changes have brought higher 
expectations of fair treatment and a willingness to 
respond to ‘ai dénial of ‘their rights. 

4. There? i's "a'gqenera DO be Bret that’ Mandlorde profits 
must be balanced against tenants' needs./{11) 

Se There seems to be a general impression that rent 
regulation and security of tenure have reduced the 
incentive on the part of entrepreneurs to partici- 


pate in rental construction. 


More research on particular issues related to 


security of tenure could be fruitful -- for example: 


A, The evaluation and desirability of current security 
of tenure provisions for the protection of tenants' 
rigits; 

Le The implications of increased tenants' rights for 
landlords' property rights; 

3r Feasiblel alternatives’ to ‘securrty of tentire, as 
measures for the protection of stenant.s, samt 
landlords' rights; 

4. The evaluation of costs which may become imbedded 
fim rventsiasta westrliterof lincredsedttsecurity of 


tenure. 


Notes to Section 5 


hae, 


2) 


(3.) 


(6) 


7) 


The statistics were compiled from Census data 1961l- 


RTT. The; -hvstonicalwitrends., in «bheqnumber” of 


tenant households and ‘their proportion -of all 
households are depicted in Chart 3-1 in Ontario, 
Ministry of Consumer and Commercial Relations 
(1978p ae 1)).. 


Gorsky (1976-1977) states that, merely changing the 
forum for settlement of landlord and tenant dis- 
putes is unlikely to bring significant improvement 
in the enforcement of the rights and obligations 
contained in the Act. The forum must also provide 
for an adequate, well trained staff in the law as 
well as in the technique of mediation and concilia- 
tion (footnote e0 57..D. 4704) s 


Legitimacy can be loosely interpreted as allegiance 
torthesinterests of state *concerns. rrthisyparti- 
cular case, the legitimacy guestion is focussed on 
the ideological issue of whether the private market 
system can be relied upon to provide rental 
housing. Marcuse suggests that "if the private 
secvornr, (Ss. unable or unwtlL Ving sto, Contes oD, 
subject to socially necessary forms of regulation 
e--new forms of housing finance, ownership, and 
control must be created to more adequately serve 
people's housing needs" (1978, 30). 


According to the October 1981 and January 1983 
Rental Market Surveys, the mobility rate was 29 per 
SOMmenli ny el OTOMme On Erom  OntariO;, eM iInrecr yon 
Municipal Affairs and Housing (October 1981 and 
January 1983). 


For a more detailed discussion on mobility rates, 
refer to Section 2, Distributuyey Pteoctsnel Rent 
Regulation in this literature review. 


Determining a causal relationship is hampered by 
the «dist ficugdsetyscof trsollatumg theaimpact ok rent 
regulation or'tenants!’ rights thegisleatwdon while 
controlling for the impact of contributimgutactors. 


The Ontario Law Reform Commission noted ‘that 
evidence from Canada, the United States and Britain 
demonstrated the reluctance of tenants to use the 
courts. See Ontario Law Reform Commission (1968, 
415) 


See Ontario, Ministry of Consumer and Commercial 
Relations (1978). 


Ontario Law Reform Commission (1968, 41). 


Cul lingworth) (EIS). 6 2)esuggests thatin Brieain, +a 
Similar provision may exist but in a very different 
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ile eg 


guise, where reconstruction involves dispossession 
of the landlord - at minimal compensation for 
"slum' property - and public authority rehousing 


for the -tenant. 


Eor-san“ana-Lys1s “oF “thl-s-—-top1cy—=-seemnmc oSch, 
Kahneman and McNeill (1984). 


pays, 
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SECTION 6:3 THE. POLITICAL ECONOMY’: OF” RENT” REGULATION 
6s i” “Introduction 


During the past two and one-half decades, various 
theories have emerged to explain why governments inter- 
vene in the economy. The purpose of this section is to 
briefly review the development of major political econo- 
mic theories of regulation and to illustrate the effects 
of a number of these theories on housing policy. Cag a! 
particular, rent regulation experiences in Ontario and 


the United States are reviewed in separate subsections. 


6.2 Recent Theories of Regulation 


Cairns (1980) indicates that there are three stages 
in. the understanding sohutme ratronales for ance tiie 
effects of regulation. These are the public interest 
view, the private interest view, and the 'new dynamic' 
view (Gairns;, 198.07"), 

The public interest viewll) is the traditional 
explanation for the use of regulation in government. As 
Cairns and Green state: 

It is used in an attempt to correct perceived 

“market fia] Ores" >4al.e.u ton oLLmin ate guos.s 

failures of one or more of the assumptions 

upon which the competitive model is based and 

which are necessary for unregulated market 

achievement: of a social optimum. (1979," ‘p. 3) 

Prior to the 1970s, many economists regarded regulation 
as being motivated by concern for a vaguely defined 
Dubie dnterest! (2) Mand strongly grounded in welfare 


economics. Cairns explains: 
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Because of market failures, the market might, 
ynisomertcircumstanéestat) Meast) Heltyfewedvas 
either fragile or impotent in maximizing 
soenalv'we lthare? These problems, it was 
thought, could be eliminated by the regulatory 


actions of benevolent government policemen. 
W9S'078 842 Ot) 


However, faith in the public interest view weakened 


toward the end of the 1960s and a new view of government 
legislation in the economy emerged to vigorously 


challenge thespublic bnteresifbaview. (emheepra vate 


interest eviews) focussed on: 


The observation that regulation often was 
sought by and benefitted a small group of 
individuals (a private interest) rather than 

thes ina} orlitty! 4of “tidy i Qualls (ene ie we Bite 

ritere’s t). “(Gatrns 8980, pee} 

Stigler, the pkhéadingaproponentewt Fehiceaerens, 
combined politics and economics to develop his demand 
and supply theory of regulation. Stigler (1971) placed 
the emphasis on interest groups seeking regulation and 
implied that (among other things) politicians served to 
supply regulation (Cairns and Green, 1979, p. 3). 


That is, private parties seek, or demand regu- 
Jation for. the’ purposes! Top "prétectminge ne. 


creating entrenched positions. Politicians 

seekin'’g sthe Support ;Moropachsipea ti ony mot 

interest groups supply the necessary Tegisiaz 

tion. (Cairns and) .Green ia 9179 pep.u2o 

The private interest view arises from »considera- 
tions in ‘positive’ economics and the analysis of 
economioecincentimvesd( Cairne; W800 fen. 23). Inigeneral, 
positive theories of government action(4) tend to focus 


on political factors. Therefore, as noted by Stanbury 


and: ‘Thain 
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The role of interest groups, the motivation of 
politicians and the behaviour of marginal 
voters (or voters in marginal constituencies) 
are central in positive theories of government 
interventions « (1985, pp... 1-5) 


.Implicitly underlying the private interest view is 'rent 


seeking' behaviour. Rent seeking as defined by Hartle 
iss 

An investment of real resources (time, money, 

expertise) by individuals or interest groups 

in obtaining favourable (or avoiding unfavour- 

able) government decisions. These decisions 

involve the redistribution of income/wealth 
rather than the creation of income/wealth. 

4198.4, ,4-p.434) 

Due to the significance of rent seeking to the private 
interest theory, Subsection 6.5 is devoted to a review 
of recent literature on rent seeking. 

Cairns sees the relevance of ‘rent creating' 
analyses of regulation to Canada, however, he regards 
the private interest view as 'simplistic' because it 
"Captures neither the great public need for regulation, 
given the increasing complexity of modern life, nor the 
full “fplavour of thevgqreater part of regulation’ (Carrie, 
1.9 3:0 (ip ibe 

Cairns proposes another approach, the 'new dynamic' 
rationales on regulation which is: 


A view of the market, not as an all powerful 
deusex machina, Dut. as a common property 


resounmcesmaindkran tmistinunion’ Off Pscci ety; 
subject to overloading and occasional break- 
down. Thus, competition may be one regulatory 
device, but it should not be viewed as the 


only efficient one. (1980, p. 7) 


Cairns suggests that the new dynamic rationales: 
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Emphasize both the imperfection and the power 
of the market in a present-day mixed economy. 
They reflect more realistic perceptions of the 
abilities and motivations of politicians and 
bureaucrats; such improved perceptions are 
important to the ’goal of improving tne 
Ene von ngt-ofemarkeksgrsg iwenstahe aaipowers 


(9s Oe ees oD 
Thus, a wide variety of actors with different motiva- 
tions are seen to impinge on the regulatory process. 
The main conclusion reached by Cairns is that: 
Direct regulation is not as simp ]e7%asentmmay 
appear, especially as it appears in some of 
the theoretical depictions provided by econo- 
mists. Regulation 15 noe ony Samar icet 
Phenomenon; nor can it be construed as a 
Single action by a government intervening in 
the marketplace having a well-defined and 
easily analysed impact. R46 thexvieet ekstaan 


histor bea lbspolit read! process méevol vangweever 
imedsequidsa brbumer Gho8 Oreo. 29/8) 


6.3 Political Economy of Rent Regulation in the 
United States 


This section reviews Marcuse's analysis of the 
determinants. of rent regulation as states policy. 
Marcuse (1978) introduces three theories to explain the 
rationales for and “effects: of megulationa me nemet is ees 
the theory; of..the. benevolentd-s teste. This theory 
emphasizesrthat the purpose, of, nentyregushatton fis to 
achieve fairness, with respect to welfare maximization, 
to both tenants and landlords. In situations where the 
parties are prevented from achieving by themselves that 
fair level of rents, the intervention of government to 
achieve fair rents and thus protection of the public 


interest is necessary. 
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According to Marcuse, the assumptions of the theory 
of the benevolent state are flawed. The underlying 
assumption of the theory is that 'fair' equals 'free 
market'. Yet Marcuse argues that "the free market is 
unlikely to produce housing for those unable to afford 
it with the means with which that market system provides 
them" (1978, p. 2). Another assumption of the theory is 
that the state only intervenes in the rental relation- 
shipintheougngs Wren tirse oa let a omt,Airandns fates] on Ly 


benevolently. However, Marcuse notes that: 


In fact, the state is intimately involved with 
all aspects of rental housing, from subsidies 
hob participantsmwinw rts cons fiction“ through 
infrastructure expenditures, to the legal 
framework within which landlord-tenant rela- 
tions are established and conducted, through 
the impact of tax laws and fiscal and monetary 
policies on costs, profits, and rent levels, 
to welfare programs, code enforcement (or its 
lack), and the provision or withholding of 
public facilities and services. No underlying 
benevolence unifies these policies. (1978, p. 
2 ) 


Marcuse introduces an alternate approach to housing 
issues, called the Malevolent Interests Theory: 

It holds that the problems of housing are 

essentially caused by the rapaciousness of 

landlords, the greed of banks, the venality of 

real estate interests, the heedless drive for 

profits of contractors and developers. (1978, 

Dees) 

The malevolent interests theory implies that 
special interests operate continually to influence 


legislation and the execution of public policies, and 


that they do so hoping to reap benefits. 
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However, Marcuse views the malevolent interests 
theory as an incomplete explanation of housing policies 
Ooraconftlicts. = In rparticular, she emphasizes that resting 
the whole case for rent regulation on the malevolence of 
individuals (many of whom are manifestly not evil) 
weakens the case considerably. Furthermore, while the 
accusation of malevolent interests may stimulate short- 
ferm rorganizatidonfand incidieyndirecdt actions among 
proponents of rent regulation, it also may impede the 
development of effective mass action. As Marcuse 
explains: 

All proponents of rent control do not advocate 

it for the same reasons: middle class tenants 

have quite different interests from poor 

tenants, are served by <qui-te-sd mieperent 
formulas and procedures, tend to adopt quite 
different strategies, and pursue quite 

dupferent) goad se pa()97s,. aps #4) 

A third approach, the Approacnior Ho itican 
Economy, is introduced as a more accurate explanation of 
the determinants of rent regulation as state policy. In 
this approach, major government policy decisions on 
housing, and on rent regulation, are determined by 
factors outside the housing sector, centering around 
issues of accumulation and legitimation, economics and 
polacres;, Mprokits andipower. 

There are a number of ways in which the activities 
of the state may be categorized. According to Marcuse, 
the categories ‘'accumulation/legitimation' are perhaps 
the most widely used within the framework of political 
economy today. The dichotomy they represent is crudely 


analogous to the dichotomy between the economic and 
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political sphere. Marcuse states that it parallels the 
distinction between social investment and social 
expense. Legitimation can be loosely defined as the 
processes by which the state acts to reinforce existing 
interests politically, ceaisn MaTAy and socially. 
Marcuse defines the accumulation process as the 
"economic processes of the system’. 

The range of accumulation and legitimation policies 
are set along a continuum: 


accumulation : 
exploitation —» rationalization —>redistribution 


legitimation : 

repression —— > ideologica] _——~> delegitimation 

Marcuse suggests that rent regulation in its most 
typical American form (what is later called the fair 
return model) is at the centre: rationalizing the 
pricing of rental units and supporting the assumptions 
of the?’ legitimacy of “a market economy (1972, 4m. 5). 

Part II of Marcuse's paper examines the relation- 
ship between rent regulation and accumulation. Marcuse 
comments on how a hierarchy of concerns in the sphere of 
accumulation works itself out in the detailed formula- 
tions of rent regulation laws and their application in 
practice: ‘Thevhverarchy ol) concerns? are: 


- the needs of production and accumulation as a 
whole; 


- the profits of private real estate interests; 
- the housing expenses of middle-income tenants. 


Only major aspects of each concern are discussed in 


this review. 
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The Needs of Productions: 


Rent regulations were first adopted during the 
First World War in the United States and specifically 
designed to accommodate the influx of war workers and 
military personnel in the major cities without adverse 
political.consequences. In broad terms, the need to 
house workers newly required by expanded production was 
the most immediate and direct service of rent regulation 
during the war period. Beyond that, rent regulation was 
necessary to avoid or control inflationary pressures. 

Marcuse notes that apart from the wartime period, 
when rent regulations were imposed in the interests of 
production as awhole, there is no evidence (at least in 
the United States) of any direct relationship between 
controversies over rent regulation and the production of 
the accumulation process.(5) 

Private Real Estate Interests and the Details of 

Rent Regulation Laws: 

In this concern, the issue invod.ves ony the dits-— 
tribution of income between landlords and tenants. 
Marcuse introduces a variety of formulas which are used 
to establish rent limits under rent regulation, in order 
to show the exact nature of the impact on the economic 


position of *landlords."\ The relevant cateqories are: 


i) 'Pair return’ formulas - under which rents are 
fixed “so as- to? providelra “har eceturn meow c 
Landlords on investment, on equity or consistent 
with, past ,.returns,., On On. some, Similarabace- 
Aecording, to. Marcuse; sthysrormu la. cfiecis no 
redistribution, and may even benefit landlords. 
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ii) 'Market' formulas - under which rents are fixed so 
as to be consistent with what they would be 
were a free market in operation, based on compar- 
able rents, on standards established by size, 
amenity and location, by past rental levels, or on 
some similar base. Marcuse states that this 
formula effects no general redistribution and may, 
atimost;) el Init’ returhis- or? exceptronal cases “to 
those prevailing in the market generally. 


iii) 'Tenant hardship’ formulas - under which rents are 
fixed in relation to tenant income, on the basis of 
percentage of earnings, welfare standards, changes 
in theo cost) GEGLI Ving,” ofron some’ similar pba'se': 


This formula, if administered effectively, may 
provide for limited redistribution from landlord to 


tenant. 

Rent freezes, depending on their level, can come in 
any category. 

The fair return formula, regarded by Marcuse as the 
least redistributive of all, is the most widely used in 
the United States. Three features, characteristic of 


the fair return formula are: 


ie A formula to provide’ for a fair "return; 


22 i4AU Comat lepass=—througqh of *“operatrng= cos: 
increases; 


3. Adjustments permitted for individual hardships 

to "band lords: 

These characteristics are used to set the rent 
levels which yield to owners a fair rate of return for 
such units.(6) 

In Marcuse's opinion, the net result of fair return 
rent regulation ordinances in the sphere of accumulation 
is negligible: 

They tend to even out the market, to bring 

temporary or isolated high rents more into 

line with prevailing ones. They rationalize 


the market for residential rental properties. 
They even have some advantages for landlords 


240 


that may arguably contribute to increased net 
profits. The rents fixed under them achieve a 
Status of a legal sanction, that makes indivi- 
dual efforts to bargain for lower rents more 
difficult. The vagaries of the atomistic free 
market are reduced; while upper limits are set 
or"current’ profits; Lower limi ts .are: auso de 
facto .estab.isheds, (1,978,4 prakd) 

Marcuse concludes tnat” the impact of tart return 
rent regulation’ ordinances in’ “the Ymidd le fincome "market 
is essentially neutral and rationalizing, and has no 
effect on low income rents.(7) 

Marcuse provides some fragmentary evidence of the 
essentially neutral rationalizing function of rent regu- 
lation in the middle income markets; in a comparative 
study of rentpbLevedls, inp Vancouver, wathsal fa tice trig 
history of rent regulations over five years with 
Toronto, without regulation, rents were higher in the 
former than the latter. 

Finally, Marcuse suggests that the needs of private 
economic interests are consistent not only with the fair 
return model of rent regulation but also are consistent 
(depending on.thesspecimic histor iead)ca reumstances), 
with even the most stringent tenant hardship models. 


Rent controls are as likely to serve more 
smoothly to integrate the functioning of the 


private landlord with “the meeds For accumu lta- 
tion of the economy as a whole, as they are to 
redistribute normal rental market profits from 
Landlerd,.to stenant:...,, (Marcuse, 407 Shae. Saw 
Part III of Marcuse's paper examines rent regula- 


tion in the context of the political sphere. A hierachy 


in this sphere is laid out as follows: 
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> threats to the stability of the system as a 
whole, real or perceived; 


- polopta talGicom@s Iticts samongrymanor “fate les, 
classes, and interest groups within the system, 
outside the housing sector; 

= immediate profits and the quest for long-term 
legitimacy by private residential real estate 
markets; 


cs pressures of middle-income tenants for a better 
housing program; 


= demands of low-income tenants for improved 
housing. 
These are forces affecting rent regulation as they are 
reflected in the political sphere. Marcuse examines 
them in the light of selected periods of the history of 
rent regulation and the conflicts surrounding them. 

Marcuse identifies three determinative factors 
which combined to produce post-World War I action on 
rent regulation in New York: concern by the state with 
the stability of the system, broad political conflicts 
in which rent regulation was a subsidiary issue, and the 
militant demands of those suffering from the housing 
shortage. A fourth? factor, “the “prt luence *of "mrdatre 
class housing pressure grew as time went on. 

In the 1930s, the issue of legitimation was clearly 
more Gritwealltthan inv’ 19o. SineNew York, the “acone ion 
of tenant hardship, rather than the fair return, formula 
for rent regulation ceilings marked the low income 
orientation of the organization. However, Marcuse notes 
that the low income oriented efforts at rent regulation 
had limited success. He attributes the failure of 
tenant demands in the 1930s to the disjunction between 


low income and middle income housing concerns.(8) 
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The, World.War <IIp.,and .post+warivhistoryeiof#rent 
regulations in both the United States and Europe saw the 


adoption of fair return formulas. Marcuse suggests that 


Seg tOL ys 


Bears out a general pattern in which the over- 
riding needs of production in wartime give way 
to Jegitimation concerns in. the ammediate 
post-war period; once assuaged, the fortunes 

Of rent,control, hinge entirely. onsethaeashit ting 

participation of middle-income and lower- 

income tenant pressures, and are dominated by 
developments in the general political sphere, 
rather than within. the hous indaseGbom. aoe 

Dale!) 

A new wave of mass action on rent regulation 
OCCUuEreG.»in che .Un ited -States .tiom HAA 
Although the action surged upward from 1969-1971, the 
Substance of rent regulation [ost its wei1ont spy et we. 
That is, tenant groups were unable to match the strength 
Of the Opposition Whien, COonsisted Of Dumlderc oO encw 
housing, marginal landlords, condominium converters and 
Tandlords. The latter group was Successful tneoptainaund 
vacancy decontrols, broad pass-through formulae and 
large blanket increases. 

The question of what role rent regulation is likely 
EoD va yroin current and future political cand economic 
conflicts is dealt with in the last section of Marcuse's 
paper. '19) 

In Marcuse's opinion, the potential sof renter ogula- 


tion for major impact consists of a number of positive 


Characteristics, 


i ie Tt. deals -withs-housing,...an. importans, p70) em uf or 


individuals and families in their daily lives. 
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Housing is the single largest expenditures in the 
household budget. Its characteristics affect the 
qualwvey. of indiv idved lite direct@y jandustonsrti- 
cantly. 

26 The iImarket,oyand polurches dominated by market 
forces, are unlikely to produce socially desirable 
housing arrangements.(l1) 

Bs Rent regulation, among housing issues, is one of 
the most likely to generate mass involvement. 
Because rent regulation is directed at government 
action, the pinidividia d sjsahomé Misrinot aber iske 
because it will directly and immediately affect his 
or her monthly’ rent,;> its potential benefit. does, 
however, strike home. ITtcistelocal: tand! drect,t and 
the issues are comprehensible in the short run to 
everyone. It suffers from a lack of acceptability 
in conventional politics, however, once legitimate- 
ly entered onto the political arena, it is likely 
to be a strong issue. 

4. Coalition building is feasible for rent regulation. 
Low income and middle income tenants have a common 
interest \in,. brningings rentse down. Ltwaks caehrue 
common interest, not merely a coalition built on 
trade-offs and reciprocity.(12) 


(1978, ppe 2572.69) 


In his closing statements, Marcuse remarks that the 
more radical implications of rent regulation "arise from 


what dt cannot do, not. what it does" (pp. 30). ) Marcuse 
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identifies aspects within the confines of rent regula- 

tion that will tend to broaden the issues: 
= uSing tenant hardship as the determining 
Criteria 'for’setting rents, rather tram returns 


to landlords; 


= acknowledging and highlighting the limitations 
of? rent’ regu latyvon} 


= developing programs that will increase the 
redistributive impact of regulation; 


- using the anomalies produced by rent regulation 
to highlight the irrationalities and counter- 
sociale results of the: privates marnket in 
housing; 

2 linking rent regulation with the need for 


immediate subsidies and ultimately ‘housing in 
the public domain'. 


6.4 Evolution of Rent Regulation in Ontario 


Some people hold the opinion that rent regulation 
in Ontario has evolved into a complex system as a result 
of changes necessitated by real problems. In Subsection 
6.1, a reference is made to a statement by Cairns, to 
the effect that, "regulation is a historical-political 
process, evolving, ever in disequilibrium". With this 
statement in mind, we turn to an analysis of the evolu- 
tions of .rent sregulationsain Ontario. 4 Dhes, purposes ofp thas 
section is,,to.review,.iiny,chronelegical ordagtupséo 
December, 1985, the circumstances and events which have 
influenced the changes and revisions in rent regulation 
legislations ines Ontarion since gts xine eoducm onpiimeloyp. 
A summary of these features ends this subsection. 

A detailed analysis of the events which led up to 
the introduction of rent regulation in Ontario may be 


found in Stanbury and Thain (1985). Stanbury and Thain 
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provide a thorough account of the social, economic and 
political forces that brought about the imposition of 
rent regulation in Ontario in 1975. As they say: 

The objective “of the casesestuds as ©to 

understand why the Progressive Conservative 

Party), -%4 ehn ithieiieon terst cof ofan weet 1on 

campaign, promised to introduce a form of rent 

regulation. 7( 1985, ip. 735-2) 

The theoretical framework used to analyse the events and 
actions leading up to rent regulation draws heavily upon 
three factors: the changes in underlying economic 
conditions; the actions of other governments; and the 
rolemofhedded logy, dase al yoconetimaminiiing ldratc ror, Ain 
inf luencingthe pol teres ai political parnkyiwilt offer 
voters in the hous of obtaining votes. (Stanbury and 
Thaialwobesesynpe S—2i) 

Several charts, identifying the guideline changes 
which have occurred since the beginning of rent regula- 
tionmiineOnta cioyi aa HER prcivii ded? ae attitel 36nd So FA ithe 
section. 

The rent review program was conceived as a tempo- 
rary program that was to expire on July 31, 1977. When 
it was first enacted in 1975, the Ontario Liberal Party 
described it as "a temporary stop-gap measure...to pro- 
tect tenants from excessive rent increases." The Party 
identified 'three essential needs' of Ontario's tenants: 
protection against excessive rent increases; adequate 
level and quality of maintenance; and assured security 
of tenure. The Liberals emphasized that because of low 
vacancy rates in several areas, rent regulation should 


continue for two more years "in order to protect tenants 
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against unreasonable or unfair rent increases." The 


Ontario government document, Policy: Opt fonssforsContinu= 
ing Tenant Protection provided a similar rationale for 


rent review legislation: 


Given a strong level of demand and slow down 
in production, vacancy rates across Ontario 
were at. low /levelsmine! oy >. Withee tec mite 
housing markets, as indicated by low vacancy 
Fates and rapidly increasing costs, = venct 
levels were subject to considerable upward 
pressure... Accentuating the higher-than- 
normal rate of average rent increase was the 
concern over well-publicized cases of much 
higher increases... Public attitudes toward 
inflation in general were: alsovexermting 
pressure on governments for a decisive 
response... In the context of this environ- 
ment of public attitudes, both federal and 
provincial governments! racted® tonintroduce 
controls on ih@lations (978, coo. ale) 

OnnNovembern6 x LOW S;7cinaresponseé too upub i cedemand 
and pressure from the other two political parties the 
Ontario Government introduced legislation establishing 
the Ontario Rent Review Program in support of the 
federally initiated Anti-Inflation Programs. Both 
measures were enacted into law shortly thereafter. 

The Residential Premises Rent Review Act, 1975 was 
concerned with the amount by which a landlord may 
increase his rents because of increased costs and 
Financials loss. p Thesecstepass-througheprincapile hin 
which rents could be increased only to the extent that 
costs. havextisen, was Candestitlyas)* themecoreporfgirhe 
rent review program. It was assumed that there would be 
an annual increase of some amount: the landlord was 


alla owed. ‘tiosraisies hbs»scentsy -byano tHeeaner esnithame Ghe 


statutory increase (8 per cent initially) without having 
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to burden himself Or the regulatory system with the cost 
and effort of an application. 

The retroactive features in the 1975 legislation 
were aimed at rectifying sitwatsi onso f¥*abnormal 
increases in the period immediately prior to rent 
review. According to the 'Green Paper',(13) me. this 
period, some landlords had increased rents drastically 
in order to have a high rent level before rent review 
imposed restraints. Other landlords had increased rents 
little or not at all. The legislation thus provided a 
"levelling out of such situations in subsequent reviews" 
(Ontario-Ministry of Consumer and Commercial Relations, 
LO SD ow eGR 

The rules covering eee of services to 
tenants were put in to minimize the occurrence of such 
withdrawals on the part of landlords. The Green Paper 
noted: 

A landlord whose rent levels were controlled 

could otherwise increase the profit margin by 

reducing expenditures on services provided to 
tenants. .ThAiswmioht sheadp omem Hume ato 
potentially serious deterioration in the 
quality, of ssental ehousingsastock sw IW 9Vs, i716) 

An exception to the cost pass-through principle was 
made in the case of financial loss. It was recognized 
that it would be both unfair and undesirable to lock a 
landlord into a loss situation with no mechanism for 
relief. As emphasized by the Green Paper: "failure to 
provide such relief would lead to rapid deterioration 


and perhaps even abandonment of existing rental stock" 


GL978% pwores’s 


248 


In 1976, amendments to the Residential Premises 
Rent Review Act were passed by the legislature on 
January 16, 1976 to provide greater security to tenants 
through the application of a 12-month minimum period for 
the duration of an Order of a Rent Review Officer ormthe 
Residential Premises Rent Review Board. As well, amend- 
ments were passed which extended various time limits in 
theaAct for, applicationso bys land lordstomitenantsa ror 
rent. rev.uew,.. for, rebate .4.of4 rent aeand i foug advising 


parties of the date and place of hearings. According to 


Michael Cassidy: 


The need to extend deadlines for rent appeals, 
revated..to' ‘the rearmliy \partsio field / Gyanbecane 
inevitable, given the Ministry's delays in 
establishing the rent review administration. 
(Ontario Legislative Assembly, Hansard, 2nd 
Session, 30th: Panliament, Warmth di6;adow 6o5p: 
FAR) 


In, April. 1976,, Mae Handleman, imeroducedsf unt her 
amendments to the legislation. Lhe, Re pox ty-om at he 


——— ee ee ee ee eee 


Ontario Rent Review Program (1976) indicated that: 


These amendments were designed to provide 
additional. protection, to, ;benants arom fuoos 
frequent rent increases, as well as to direct 
the Program's resources to the sectors of the 
rental market where regulation was most 
needed. Certain types of rental premises of a 
non-profit or government-owned nature were 
exempted from the legislation. 


The rent review legislation was to expire on July 
31°, 977, however, on April 29, l9d/, ,amendment saeco tie 
Act extended this expiry date to December 31, 1978. At 
the same time there were other significant amendments 


made, including provisions that only one rent increase 
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can! beweha rgéed sforanyminit’ per i2=nonch *period;, that 
landlords are required to provide tenants with written 
reasons for a rent increase; that the guideline limit 
for rent increases implemented without review is tied 
directly to the Federal Anti-Inflation Board guidelines 
for wage increases; and that conviction for offences 
under the Act can result’ in a*fine of up to $25,000 for 
corporattionsrands up?) tos'S' 200 0R46r- Thai Vidval S.-M These 
penalty provisions are to remain in force beyond the 
December 31, 1978 expiry date. 

Amendments to the Residential Premises Rent Review 
Board also became effective on April 29, 1977. The 
primary change that affected the Board's operations was 
the introduction "of! Sectich “13¢(7 Swhiiehn permPreted the 
Board tto# reconsidermbawdecision withint %lshore “aine 
period after issuance of its order. Previously, there 
waS no recourse for correction if it was determined that 
an error had occurred. Also, parties were allowed to 
request permission to appeal to the Board if they were 
not present at the initial hearing before the Program. 
Previously, only parties that had attended the first 
hearing could use the appeal process. The time limit 
for making an appeal was extended from 15 days to 21 
days and Chennnne OFP OILVingenotbice “of "appeal toy the 
other parties was reduced from 30 days to 7 days. The 
reduction in time was complementary to the relief given 
to tenants from serving all parties together at the 
original hearing. 

In, October,. ho) 7, the, Anti-infletien sfoard 


announced a reduction of its guideline for wages 
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increased to 6 per cent. In keeping with the intent of 
April 29, 1977 amendments to rent review legislation, 
the Ontario government decreased the guideline for rent 
increases without review from 8 per cent to 6 per cent, 
effective October 27, 1977. fin the Ontarvomleqic 1 acure, 
Mr. Grossman stated that the reduction was due to the 
concern of the Ontario government with the protection it 
was giving tenants for the remainder of the rent review 
program (see Ontario Legislative Assembly, Hansard, lst 
Session, 3lst Parliament, October 27,7, 1977). 
In the legislature, on June 23, 1978, the repeal of 
the Act was postponed to February 28, 1979. On June 16, 
19.73 § @ Latriry? "“Grloisisman MMantster Sot (Coneume. sand 
Commercial Relations) announced that the government 
would introduce legislation in the fall to incorporate: 
= continuation of an improved rent review program 
until December 31, 1980; 
<= the guideline for rent increases to remain at 6 
perwcent cuntidvy December’ Si7 41970; 
= a tribunal to handle all residential] landlord 
and tenant matters; 
= the new scheme to permit calculations other 
than simple cost pass-through, when computing 
rent, including reference to comparative rents 
and the special conditions of landlords who are 


suffering real losses. 


On! September v3:0),.6 197/85 6B i bY W637 An Aetetogyneform 


the Law respecting Residential Tenancies, was introduced 


for first reading which: 


Co 


= provides that where a tenant abandons a rental 
unit the landlord shall endeavour to rerent as 
soon aS practicable and at a reasonable rent; 

a Créatest a tbody ,otthe Residential Tenancy 
Commission; 

- codifies under one piece of legislation all 
rights and responsibilities of both landlords 
and tenants to give both groups for the first 
time a comprehensive understanding of their 
rights and the ability to exercise them; 

o simplifies and improves the law relating to 
rent review; 

= holds rent increases at the current 6 per cent 
guideline at least until the end of 1979; 

- provides for whole building review (one rent 
review per building per year when a landlord 
wants to increase rent by more than 6 per 
cent); 


= provides for hardship increases. 
Mr. Drea, on introducingmthe; bi ly arsteateds that: 


The cprime uaobjyect Gfithuis toni eis. tororeate a 
balance in the rights and responsibilities of 
Landlords%*and*tenantss tordo this thezbud / 
sets out plainly what both parties may expect 
and what they must offer in return in language 
that the average tenant and average landlord 
can °fullyrunderstand (ef Cbhis baal feakeseithec 
residential aspects of the Landlord and Tenant 
Act and combines it together with revised rent 
review legislation into a clear, concise 
statute. (Ontario Legislative Assembly, 
Hansard, "12nd “Session, OSE “Parlvament, 
September *30),' 219178," p.a 4323) 
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The establishment of a tribunal (the Residential 
Tenancy Commission) was a basic factor of the entire 
program. A hope existed that the tribunal would accom- 
plish an improvement in landlord and tenant relations in 
Ontario by providing quick and easy mediation, arbitra- 
trons andwadg udarcait:iton f ofall LOd-andiiordtandeee nant 
matters. There was a belief that Bill 163 would rectify 
the deficiencies of the existing Landlord and Tenant Act 
dealing with particular situations. Mr. Drea asserted 


Ehat: 


The bill will rectify these deficiencies by 
establishing,’ in, simp len angwage;y Frights, 
responsibilities and remedies == quick 
remedies. It deals with the right to security 

of tenure;s the right tosevict, fee eeignt ito 

compensation, the right to privacy, the right 

of access; but it does so in a balanced way. 

(Ontario Legislative Assembly, Hansard, 2nd 

Session, 3lst Parliament, September 30, 1978, 

p.- 4314) 

The’ bill *providedsfor! ar standanrd=format aase iio 
which all written tenancy agreements must conform. 
Included in the form is a checklist, which the tenant 
Must receive from a landlord, spelling out the contents 
and condition of the apartment and any house rules. 

The bill extended the 6 per cent guideline. To 
streamline the system and make the rent review process 
more comprehensive, the bill provided for whole building 
review, i.e. one rent review per building per year when 
anlandlord wantsmto increase irent aby more rfthan Giper 
cent. This Wass ampdmponmtanit procedural change. 


Previously, due to operational reasons, if a landlord of 


a multi-unit structure applied for rent increases for 
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one unit at a time, he would involve both himself and 
the Commission in a repetition of evidence and 
unnecessary amount of time. 

For the first time, the legislation made provisions 
to relieve landlords from hardships by permitting rent 
increases required to bring the gross revenue of a 
residential complex up to 2 per cent above cost. Prior 
to this amendment, the only rate of return consideration 
(under the current legislation) stemmed from the consi- 
deration ;o£) financialpthass whiechemermaieted ment 
increases that tended to bring the landlord to a break- 
even position. Other than this, the cost pass-through 
principle of rent review, in general, permitted the same 
maximum amount of return to be potentially earned as was 
earned before controls was imposed. Accordingly, some 
landlords were Locked) intovsitua tions pombe it t hevorne 
return, with no way of escape. The new bill made some 
provisions»tospermit landlords to work Eneir way to a 
positive rate of return. 

On August 17, 1979,. the Lieutenant’ Governor pro— 
claimed those sections of the Residential Tenancies Act 
necessary to establish the Residential Tenancy 
Commissi on-and to. prow ide shorveheuconhtdinuseionyor the 
ae review program. The remaining sections of the Act, 
iee. those dealing with the powers of the Commission to 
issue eviction orders Ougeeo require landlords and 
tenants to comply with their obligations under the Act, 
were referred to the Ontario Court of Appeal and the 
Supreme —Coumpe. of Canada, for a priming oL Bnei. 


Cons t7ctutionail) vend tay. On Mays 28). 39-62 aera 
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unanimous decision, the Supreme Court of Canada ruled 
that’ the 1369 section's lintdispiite didenote £ abel pwarhin 
provincial: jurisdictions as®set outm@ini the BNASACE: ADite 
to the Supreme Court decision, the Residential Tenancy 
Commission cannot perform the functions it was intended 
to perform in the area of landlord-tenant disputes. The 
Commission continues to operate under the proclaimed 
sections of the Act, hearing applications from landlords 
and tenants on rent increases and providing advisory 
services on residential tenancy matters. 

Under Bill 163, several specific sanctions of the 
1975 Act were omitted. The Thom Report suggests that: 

It appears to have. been, the, degistlaturesys 

Entent lon” that "Gnder ythest ule /oteAce Se iie 

Commission, would, not..be prespomen bil ere or 

enroreingathecAct. Vo lumer'h,o1 9647 fe v3 9) 
However, a change in policy regarding enforcement is 
that the 19.79/ Act provides. form a-sancti ong that.wac mor 
in, the. 1975 Act,, namely, the.tenant's; right.to apply for 
an order requiring repayment of excess rent increases. 
These important differences between the two Acts suggest 
that the enforcement of the 1979 Act is the responsibi- 
Mitty “cr etenanrs. 

In December 1982, The Residential Complexes Financ- 
ing Costs Restraint Act (called Bill 198), was enacted 


in response.to the crisis wesultingstromethespuucnace 
and resale of some, 11,000 units in the Tornontoe area. 
However, the Thom Report (Volume 1, 1984) notes that 


other cases as well as the Greymac-Kilderkin trans- 
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actions may have given rise to the 1982 Act. The Report 
states: 
There seemed to be a common belief that there 
had been an increase in recent years, in the 
number of sales of residential complexes at 
what were believed to be excessive prices, 


with unfortunate consequences for tenants. 
EVoilume> BOS "p= v22.). 


The Residential Complexes Financing Costs Restraint Act, 
1982 contained a number of new legislative and policy 
initiatives to control rent increases attributable to 
financing costs requested by landlords upon the acquisi- 
tion of rental property. One area of concern was the 
potential impact on rents that may arise out of the cost 
pass~through*or the" profits taken out lof “tiese proper— 
ties. Bill 198 was introduced to ensure that there 
would not be an inequitable pass-through of these 
projects. (The Bill’ is intended to cover the present 
Situation until a more detailed and thoughtful solution 
coupe put" i neaplaces) With Tegarg tO Bibi  F70, bE. 
EVQ?tée;-Cthe "Minister of” Conmsrnimer and” Conmmercia. 
Relations, stated that there was: 

A belief that this bill would provide relief 

for tenants whose rents will be affected by 

cost increases arising out Of.4, sale or the 

residential complex. Equally important, the 

bill should give a clear signal to those 

entrepreneurs who wish to speculate in resi- 

dential tenancies that the tenants will not be 

Made Victims "Of their Schemes. grOntari1o 

Legislative Assembly, Hansard, 2nd Session, 

32nd Parliament, December 2, 1982). 

Bill 198 reversed and amended the Commission's 


policies on the apportionment of rent increases and the 


DaSs-througn Of financial Voss. With regard to 
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financial loss, the guideline of a five year break-even 
position was revised in November 1982 just before the 
1982 Interim Act was passed. The 1982 Interim Act, 
Section 3 deals with the pass-through of financing loss 
aisofo lifows f TthesbIDIIVPimits toe '*maximum sores per cent 
Lima to IpiorbionWokt a JFentIS nereacge “actripurabpirle to 
increased financing costs claimed by a landlord as a 
result of his purchase of a residentiall*complex? The 
intended effect of Section 3 was to reduce the rate at 
which financial losses resulting from the purchase of a 
complex would be passed through into rent increases. It 
provided a method of protecting tenants against large 
rent increases resulting from large financial losses. 
The section does not, however, reduce the total amount 
of the financial loss, all of which will eventually be 
passed through. 

A further measure of protection to tenants against 
thes rmpatc't' ‘of “the ™pas's—t trough of =f macro oe 
resulting from the purchase of a residential complex was 
accorded*by "Section 4 *OfP Bid Phos er *The=operacreneo. 
Subsection 131(3) of the 1979 Act is suspended whenever 
apart of the rent increase that is to be determined is 
attributable to increases in financing costs resulting 
from iany® purchase “of a\"residential©complex. Under 
Section 4 of Bill 198, consideration cannot be given to 
granting “athardshi?p adsfowance®untw) Sar ler hem aas— 
through has been completed. 

Section 5 of Bill 198 changed the method of 
Dee rie aan among tenants the total rent increase 


allowed on a whole building review. Pietl rp Oot has 
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change, the method of apportioning rent increases among 
tenants was usually through equalization, whereby 
landlords would reduce the differences between rents. 
Equalization took the form of increasing the rent of 
units at the lower end of a rent bracket more than those 
at the.upper...end, .ofs.the~ braeket. Some concern was 
expressed about the alleged inequities of equalization. 
As the Thom Report notes: 

Equalization often results in substantial 

increases for the units with the lowest rents, 

and thus has serious consequences for the 

security of tenure of tenants of those units. 

(Vo lbume. vido 4 Np. too. 
The. Main, concern, was sthe sundéesirabtplatyontnat 
excessively large increases should be charged to 
particular units in one year. Action taken by the 
legislature to remedy what was considered to be a flaw 
in the operation of the rent review program was to 
enact (Section 5,0f the. 19827 interim Act. o7l isewas Go 
deal only with the problem of excessive rent increases 
for some units. The operation of Subsection 131(4) of 
the 1979 Act is suspended: a) The Commission shall 
apportion the total rent increase determined under 
subsections) 213.1 Gt rand /¢3 fo Bethe yt0F 94Ach il eqtianlk hy 
amongst the rental units in the residential complex, 
On a percentage basis; and b) the landlord may 
increase the rent charged for each rental unit in the 
residential complex by an amount not exceeding the 
amount set out in the Commission's order. 

On November 15, 1984, Dr. Elgie introduced a bill 


tor amend y thes 19825 Resi dentialuCompbéexes, Runaneing 
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Costs Restraint Act. This amendment extended the act 
FOr another year, until Decemberg3lsel985: | The intent 
of the amendment is to extend the sunset provision while 
the government considers a recommendation in the Phase I 
report of the ThomeCommissionsthatiuthe act goerkept in 
force. As well, based on Recommendation 58 of the Thom 
Report (Volume 1, 1984), the government temporarily 
revoked the regulation (Regulation 900 of the Revised 
Regu lations sof. Ontario, 19805"impementingethe S750 
exemption. level .as of (October330,7 41984 ,8 pending the 
Further review of this recommendation by the government. 

On (December 20, 1985 Bild G77, AnwActetoeanena 
certain Acts respecting Residential Tenancies, 1985, 
received royal assent. This bilgl lowers;,) Grom 6) per 
cent to 4 per cent, effective August 1, 1985, the amount 
by which a landlord may increase the rent charged for a 
rental unit withoutitenplacationgse® the Residential 
Tenancy Commission. »/AS*aefol low=upiito Regulations 3007, 
Section 3(2) repeals clause 120(b) and clause 134(e) of 
the Act to make it clear that rental units not otherwise 
exemptrtfrom*rent review are, as of August 1) 85, 
Subjects totrent review irrespective Of Fine amoume of 
rent charged. The amendment act also extends the 
operation of the Residential Complexes Financing Costs 
Restraint... Act,. 19182, for ancothernsvear, tira.) cee nom 
December 31, 1985 to December 31, 1986. 

This subsect tontconc ludes) witeheastable outlomnaing 
the legislative changes in rent Lequsiatwons in, Ontarte, 


1975-1984. 
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6.5 A Review of Rent Seeking Literature 


Rent seeking as a specific term emerged in applied 
economic theory in the last decade. However, the 
concept has been witheussfor?’aldong time.;*itfhe theory of 
rent seeking purports to explain how and why economic 
agents, individually or’ in groups, “actively ‘invest 
effort, time, and other productive resources in varying 
attempts to shift the government's favour toward their 
own cause. The rent seeking theory of regulation 
implies that the socialsicosts Omstneractituciadsl y 
contrived rents may not be limited tothe traditional 
welfare loss triangle made known by Harberger (1954). 
If resources are used up in Gaining a monopoly, gor. in 
nonprice forms of competition among established firms 
(e.g. lobbying), such rent seeking costs must be added 
to the standard welfare triangle loss associated with 
monopoly to obtain an estimate of the total social costs 
of wegqud ataon. 

The purpose of this section is to examine the 
emerging theory of rent seeking society and to determine 
what relevance the theory may have to rent regula- 
tion.(14) The rent seeking literature has produced a 
blending of normative and positive elements of analysis. 
The normative side of the theory refers to the specifi- 
cation/land) estimation wef the soeralltia@oetrsiyog rent- 
seeking behaviour. The positive side of rent seeking 
attempts to explain the source and form of contrived 
rents in the political—-economi¢yisvstemisitwe turn our 


attention first to normative rent seeking theory. A 
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discussion of papers which offer positive-predictive 
analyses of the course of rent seeking activities will 
Follow. 

The welfare analysis of rent seeking concerns the 
issue of how costly such activities are He the economy. 
Analyses of the effect of ‘rent creating' regulation 
have been provided by Tullock, Krueger, Posner, Cheung, 
and Becker. 

Tullock (1967) has been regarded as the leading 
Proponent of the rent seeking concept. Assessment into 
the nature of social costs imposed by rent seeking arose 
From Tullock's theoretical analysis. BACCcOoraing to 
Tullock, the rent seeking concept originates from poli- 
tical actimity.bikex-Leobbyingror=epressurrig:, Interested 
individuals or groups will invest im Jobbyingvunel!) the 
marginal return on the last dollar spent is equal to its 
likely return producing the transfer. At the same time, 
other interests may also invest to maintain or redirect 
government activities to their benefit. Tullock argues 
that these expenditures are purely wasteful from the 
standpoint of society as a whole; they are not spent to 
ereate wealth, but in attempts to itranstervor vesisce 
transfer of wealth. The conceptual diagram below (see 
Tollison, 1982) illustrates. the argument more: ‘clear. 
The welfare cost is the lost consumer surplus given by 
the triangle asBc.(15) A simple monopoly diagram is 
drawn bO ths ly O.): Soe ate is the market equilibrium 


and P ,O is the monopoly equilibrium. 
Ma om 
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Tullock (1967) argues that, any resources spent to 


capture the monopoly benefits represented by the area 


enclosed by the rectangle yea AB are also a social cost 
ef .monopol yw ands thatetheseconventional) modetyfofethe 
welfare loss from monopoly in which monopoly profits are 
treated as lump-sum transfers from consumers to the 
monopolist, is incomplete if potential monopolists spend 
resources to capture the monopoly right. Tablock 
implies that through competitive rent seeking, the 


contrived, monopoly rents are easily dissipated. 


266 


Both Tullock (1967) and Posner (1975) argue that 
previous studies understate the social costs of monopoly 
by failing to recognize the costs(16) involved in 
attempts to gain and retain monopoly power. Estimates 
of welfare loss based™on profats, (net lofPrent seeking 
expenditures, underestimate the social cost of monopoly 
in two ways: 

a They understate monopoly rents and hence understate 
theidistorti ons sun toutput ewni chest ner-monopo ly 
produces; 

23 They fail to include these additional expenditures 


as part of the costs of monopoly. 


The approach applied in empirical work with che 
competitive rent seeking model has been to estimate the 
area of the trapezoid ee in the diagram rather than 
just the triangle ABC. Both Krueger (1974) and Posner 
(1975) have applied variations of such a model to derive 
estimates of rent seeking costs. 

Krueger (1974) examines the allocative and distri- 
butive effects of foreign exchange regulations in India 
and Turkey. Krueger illustrates how the competition for 
import licenses may be carried to the point where all 
rents are bid away, with the economy operating at less 
than its. potential (i.e., “Inside ais Tirenst orm dog 
curve). Krueger concludes: 

To the extent that rent seeking is competi- 

tive, the welfare cost of imposed restrictions 

is'tequa'l ¢to® the? well fakes cost oh tnermtarrtrsr 


equivalent plus the additional cost of rent 
seeking: activitiesy (1974,) tp.87299)) 
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Posner (1975) argues that, if obtaining a monopoly 
is a competitive activity, resources will be drawn into 
that activity such that the monopoly gains are elimi- 
nated and only anormal rate of return is earned. The 
reason is that resources will be wasted ina socially 
useless competition for this rent. Under conditions of 
uncertainty, the winning competitor for a monopoly may 
earn monopoly profits, but the losers' expenditures will 
make up the remainder of expected rents. Iymsnort, 
rents may be dissipated by the very effort to secure 
them. 

Both Krueger and Posner suggest that, in a strongly 
competitive situation with large numbers of people 
competing for*’ae'freeeright\;~ale—rentwielebbe dissi=- 
pated. However, the analysis by Cheung suggests that 
the dissipation of rent need not be total. Cheung 
argues that, in the case of rent requvatiron, ene 
development of new contractual arrangements between 
landlords and tenants could take place to prevent the 
total dissipation of rent. This argument is elaborated 
below. 

Cheung (1974) expanded the scope of the theory of 
non-exclusive rights(17) by showing that it applied to 
non-exclusive access to money income as well as to non- 
exclusive access to resources. Cheung suggested that 
when the right to receive income is not exclusively 
assigned, dissipation of the income will ensue. Cheung 
also modified the rent seeking theory by considering 
market responses to regulation which hold prices below 


Marginal costs... -Im “such situations, not all rentewr. 
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be dissipated because the people involved will try to 
contract with one another in order to prevent the total 
loss of unassigned income. Cheung derived two proposi- 
tions for his analysis. Proposition one expresses that 
some, formeok capitadeLzia tion outtaghts purchaseorskey 
money) will take precedence over total dissipation such 
as queuing. Proposition two expresses the notion that 
the market response will be a minimum cost response. 
With rent regulation, Cheung suggests that a number of 
market responses are possible. They include: tenants' 
competition to buy the tenement outright instead of 
leasimocaithewofferinghotue keywmmoney wat ord thetnight sof 
occupation; and the willingness to rent or buy furniture 
From, pihe. lkanddord. Jo: te can exor bistanityenr ice, One. bOe.beS 
employed by the landlord at less than the market wage. 
The general proposition is that rent will be completely 
dissipated only in the area where the marginal cost of 
contracting exceeds the marginal reduction in waste. 
Becker (1983) presents a theory of the political 
redistribution of income «and, of obherpubili-copedincies 
rhatwbumlds,on,competitivon amonguipressunes groups sfor 
pola ticanefavounsiettThe focussof Pecker"seanaiyvsissis 
the §£6conomiciuscostswof politica mebehavioun fas hwueflected 
invblobby.teLobbyingscosts are.expliacitiyarconsidered| ag 
an addition to the burden of taxpayers and as a subtrac~ 


tion from the benefits of subsidy recipients. [In his 


model, two homogeneous pressure groups -- a group of 
taxpayers and a group of subsidy recipients -- compete 
for political favours. ‘Influence functions’ are 


developed, that relate subsidies and taxes to the 
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pressures exerted by all groups and to other variables. 
The political budget equation between the total amount 
raised in taxes and the total amount available for 
subsidies implies that the sum of all influences is 
Zeroy~ ieee fArtnhercnangev ine the wWrtiwence ofsany’ g2oup 
that affects its taxes and subsidies must affect the 
subsidies and taxes, and hence the influence of other 
groups. 

The distortions in the use of resources induced by 
different taxes and subsidies, usually called deadweight 
costs, have a major effect on the competition for 
influence. In the political game model, an increase in 
the deadweight cost of a subsidy discourages relative 
pressure by the subsidized group because a given revenue 
from taxes then yields a small subsidy. An increase in 
the deadweight cost of a tax encourages relative 
pressure by taxpayers because a given reduction in their 
taxes? then ‘hasva’ smaller "effect! onthe “amount ‘available 
asa subsidy. 

Becker's analysis shows that political equilibrium 
depends on the efficiency of each group in producing 
pressure, the effect of additional pressure on their 
influence, the number of persons in different groups as 
well as the deadweight costs of taxes and subsidies. 

A common thread throughout the normative rent 
seeking literature is that, because of the waste of 
resources used to compete for rents, the welfare cost of 
a distortion that creates rents may be far greater than 


what is customarily measured as deadweight loss. 
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Tollison views the cost to society of rent seeking 
behaviour in the following manner: 
If the process by which monopoly rents are 
CONntGIV,ed.ALS..Sub ject «tO 4competi-t ton ad.esg. 
Lobbying),_ thesanalytuicad efictiong.ofect hese 
rents as a pure transfer vanishes because 
resources spent in the pursuit of a transfer 
are, wasted \from) society's, pio boty ot ovnew. 
These expenditures add nothing to social 
product (they are zero-sum at best), and their 


Ooportunity cose constitutes’ lost production 
fogs.oc Leity?.5 4198 2644p. 95/7 64 


Hartle holds a different opinion: 


The transfers are far from nothings to those 

who receive them or to those who are unfor- 

tunate-enough,to-hawve sto, paya them. f aGh9.83 cp; 

541) 

Rent seeking theory generalizes in positive 
economic terms to the interest group theory of govern- 
ment and legislation. The basic and powerful insight of 
positive rent seeking literature rests in its series of 
propositions regarding the behaviour of self-interested 
individuals. Ima regulatory environment,! undiv duals 
can seek..contrived: artificial rents..through regulation 
favourable to themselves. Rent seeking behaviour 
implies that, competing interest groups will allocate 
available investment funds on the basis of their rela- 
tive expected returns. 

Stigler (1971) presents the interest group theory 
in terms of costs and benefits to various groups that 
use the state to increase their wealth. Stigler argues 
that there are important losses accompanying the 
benefits. That is, significant costs would be involved, 


both in obtaining regulations and in administering them, 
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which will have to be borne by the firms who benefit. 
These costs are analogous to the deadweight costs 
discussed in Becker's study. Like Krueger and Tollison, 
Stigler concludes that the benefits conferred to rent 
seekers fall short of the social costs imposed on the 
rest of the community. 

McCormick and Tollison (1981) present a theory of 
legislative activity based on the principle that legis- 
lation is equivalent to wealth transfers and that a 
useful way to model legislative activity is to consider 
politicians as brokers of transfers. The two authors 
develop a model of the relationships among: interest 
group expenditures on. the purchase of legislative 
influences as the means of increasing the income of 
members; the wealth of a community (it is assumed that 
higher income means a higher opportunity cost for poli- 
tical monitoring by voters and hence more interest group 
success); population size (it is assumed that with a 
large population, the influence of any one voter 
decreases and the costs of the transfers per capita are 
smaller); and the size of the legislature. 

The interest group theory has attracted a good deal 
of attention but the subject is still relatively new. 
Posner (1974) argues that the underpinning of the 
interest group theory does not yield testable 
hypotheses, and that virtually any behaviour can be 
reconciled with the interest group view. He also 
asserts that the effects of regulation are often 


di E. GUL EEO FERECe: 
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Rent seeking, in general, has been absorbed into 
regulation literature, however, as Browning suggests: 

One should not be misled into thinking that 

all special-interest legislation that redis- 

tributes in favour of some group results from 

atiktobby mngmeefforties. “Politicians may renact 

special-interest legislation to gain votes 


without any lobbying being involved. (1980, p. 
286 ) 


6.6 Summary 


Rent seeking has contributed to the analysis of 
government intervention in general and regulation in 
particular. However, there exists the feeling that it 
would be a mistake to make the present theory of rent 
seeking the sole component of a general theory of regu- 
lation. One must be aware of the fact that regulation 
1S-a4dynamic, evolving process So that the’ impacts of 
regulation will also be evolving and changing (Cairns, 
L930; Meads )& Catmnsraddsast rengit hMeorthrsriactawi th 


the following statement: 


aetogunderstand \requilat ions ine Canada, one 
must recognize that regulation has had goals 
ethert  thanvvene Matrainmen ts ofr meconomirc 
efficiency. Indeed, these broad non-economic, 
Sociale, politwcal- qoalsPhnave-usvatlly "heen 
paramount... We submit that a policy that was 
never intended to promote economic efficiency 
Cannot? be" measured@solely wnrterms! ‘of 1ts 
efFFeEct ‘on “economic efficiency. GLOBO apy So) 


Ps 
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fers} 


(4) 


ee 


Marcuse (1978) defines this view as 'the theory of 


the benevolent state’. Seer subsectionr-6.3! E-or 
details. 


Cairns (1980) does not define the public interest, 
Or social welfare. However, he does suggest that 
Dales (1975) captures the meaning in the following 
statement: 


It is hard to know precisely what 'net welfare 


for society' might mean, but it somehow 
defines both the problem of, and the necessity 
of government (p. 485). 


Marcuse. (1978) identufties. thi stwiiewsase ‘the 
malevolent interests theory'. See subsection 6.3 
for, detail ls. 


An exhaustive analysis of positive theories of 


regulation .cam pbe- foundoHan iStanbucyy andithpain 
G19 85.)), 


Marcuse (1978) bases his argument on the theory 
that, a reduction in rents reduces the wages that 
would need to be paid to the worker to maintain him 
or herself. Marcuse states that there is no 
evidence that in the United States (and little 
elsewhere) the struggle for rent regulation has 
been seen as a part of workers' struggle for higher 
effective wages, for a greater share in the profits 
Of. pproaguct LON, 


For an explanation of the impact of these charac- 
teristics, on the economic position.of landhords, 
refer to Marcuse (1978, 13-15). 


The Cragg Report for the Rentalsman in British 
Columbia makes both these points: 


“.rent.«control,..~mayeber henetaicd ad.cgaite hahe 
present time in providing a more orderly 
market. The Allowable Rent Increase can be 
used to indicate in general terms what would 
be a reasonable figure. The.j.sit Ea oataon 
procedure at least indicates to tenants that a 
further increase is not completely arbitrary. 
(British Columbia, Interdepartmental Study 
Team. on Housing and Rents 1975, 12-13). 


After the Depression, foreclosures were the number 
One problem for many middle-income families who had 
succeeded in purchasing their own homes in the 
1920s. A moratorium on foreclosures, followed by 
assistance in refinancing, was their preferred 
Dub C- pregram. Marcuse (1978) notes that the 
history of efforts to achieve rent regulation and 
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(10) 


Cit) 


(12)) 


eS) 


(14) 


effective rent regulation of housing standards 


reflects the absence of middle-income pressures in 
Cheaalo 30s. 


A report, Understanding Tenant Organizations and 
Rent Control suggests two factors which fuelled the 


tenant movement in the late sixties: a shortage of 
rental units and the law which governed landlord- 
tenant relationships (National Association of Home 


Builders, Apartment Construction and Management 
EOL ees). 


Maveuse i( 9 (6yi398)s anguesethat, intuitively, the 
issues that seem to have had the potential to lead 
fo mayor isocial, changes limchuderectvillierights, 
welfare rights, national autonomy, employment and 
peace. The issues that do not seem to have such 
potential include health, hunger, education, poli- 
tical: rights, and thousing. 


"Because of the high capital cost of new housing, 
as well as its high operating costs, income 
inequalities will be blatantly exhibited in housing 
patterns. The demands of production and the 
demands Of  GCONnSUMDeLON ‘Conhl ict directly in Ene 
market for land, unlike the market for telephones, 
for instances. Production dominates, and consumers 
Must. DUY thelr way. out of the resulting problems 
with such incomes as they may have". (Marcuse, 
Ik 7845 2153) 


Marcuse suggests that the push to regulate rents 
be lowuctihhe: fair) tee turn) ilevel ,ovands to cdeal) wath 
hardship issues, moves from common interest to 
BectpEOCItye: (Middle-income tenants do, not “suffer 
from hardship in the same sense as those of low 
income, “and fthe tidealogicaly imp litcations! tof hard- 
shap Cormuiiasnwidtiarnot lappealntotinnosemalready 
doting ¢w ello wastinineithemeystemie (ieee £26). 
Howevern,es Marcuse points out that within limits, 
effective coalitions can be and have been built 
around rent regulation. 


The 'Green Paper' refers to Policy Options For Con- 


tinuing Tenant Protection by the Ontario Ministry 
of Consumer and Commercial Relations (1978). 


Hartle also considers the theory of rent seeking as 
iedrelabvelswstotnesniidentialerenty.regulation. See 
Hartle (1984, Section 4: 30-45). 


This partial equilibrium analysis was developed by 
Harberger (1954). 


PEPLoue sc, COSOD Gai nEatanit te prolection, patent) pro- 
tection, and other types of preferential government 
treatment, through campaign contributions, lobbying 
or bribery are part of the social costs of monopoly 
as defined by Tullock (1967) and Posner (1974). 


2hO 


(17)Js This) stheory.,suggests..that, dafesightis. are, non- 
exclusive, rent seeking activities will be engaged 
in, in order to capture the benefits of the rights. 
The main conclusion that emerges from the theory of 
non-exclusive rights is that 'rent will be dissi- 


pated' by wasteful activities such as excessive 
transactions costs. 
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